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~ Zero Data Entry. 


Zero Paper. 


* It’s possible. 
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Time is money. And during tax season, found time is like found money. 
The advanced technology of UltraTax CS can help you achieve amazing 
efficiencies in your tax practice—from web-based organizers for 
collecting client data to private, secure client portals on your website 
for delivering their returns electronically; seamless integration with 
accounting, payroll, and depreciation software; importing from Excel® 
spreadsheets; and barcode scanning K-1 information. You can even 
access relevant RIA Checkpoint® research or PPC Deskbooks® instantly. 





Slash data entry time. Stop wasting time and money printing, copying, 
faxing and mailing paper. It’s not only possible— 
it’s simple, with UltraTax CS! 
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<CS Professional Suite 


Client CS 
Engagement CS_ 
Financial Analysis CS 
FileCabinet CS 

Fixed Assets CS 
NetClient CS 

Payroll CS 

Planner CS 

Practice CS 

ToolBox CS 

Trial Balance CS 
THOMSON ie as 

i Virtual Office CS 
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Write-Up CS 





CreativeSolutions. Thomson.com 
800/968-8900 






Two words: Watt Sells 


One word: Becker 





Elijah Watt Sells was one of the country’s first CPAs 
and a significant contributor to the advancement of 

the accounting profession. The Elijah Watt Sells Award 
was created in 1923 to recognize CPA candidates who 
achieved the highest cumulative scores and passed 

all four sections of the Uniform CPA Examination on 
their first attempt. 


Becker CPA Review is a registered tradernark 

of Becker Professional Review. 

©2007 DeVry Becker Educational Development Corp. 
Unauthorized reproduction is prohibited. 





Congratulations, 
2005 Elijah Watt Sells Award Winners 


Outstanding performance deserves to be recognized! 
Becker CPA Review® joins the AICPA in congratulating 
the ten winners of the 2005 Elijah Watt Sells Award. 


Adina Hollander — PricewaterhouseCoopers 
Elizabeth Diehl — Mason Enterprises 

Hazel M. Tucker — INVESTools 

Kristin Danielle St. Raymond — KPMG 

Mark Raymond Danielson, Jr. — Ernst & Young LLP 
Melissa Bylsma — PricewaterhouseCoopers 
Peter E. Wick — Virchow Krause 

Steven C. Anderson — Howard, Wershbale & Co. 
Steven W. Utke — Ernst & Young LLP 

William Harris Leder — Ernst & Young LLP 


These seven winners prepared for their exams using 
Becker CPA Review. 


© BECKER 


CPA REVIEW 





Prepare to Succeed 
beckerCPA.com * 877.CPA.EXAM 
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Master the new audit standards with the ) 
PPC’s SMART e-Practice Aids — Risk Ass 


After the new risk audit requirements are pee 
will never be the same. Your workflow must adapt to keep up. 


PPC’s innovative new audit tool allows you easy implementation — 
of the new risk assessment standards and creation of customi. ed 
audit programs based on your risk assessments. 


PPC'’s SMART e-Practice Aids — Risk Assessment brings advanced 
functionality to your existing e-Practice Aid audit products: 


- Complete all of your audit planning documentation 
- Identify and capture audit risks affecting your engagement 
- Select an audit strategy in response to your risk assessment 
- Automatically generate suggested audit programs 
- Easily customize using drag and drop functionality 
- Produce tailored e-Practice Aids for your engagement 


Compatible with PPC’s e-Practice Aids audit titles you already license. 
Works with all PPC paperless engagement products or alone. 
Provides exclusive integration with Engagement CS. 


Call 1-800-323-8724, option 6 


Also available from PPC: 
e PPC’s Guide to Audit Risk Assessment 
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TAX/PERSONAL FINANCIAL PLANNING 
Home Free 
by Pamela S. Weathers and Jason E. Havens 


Stratospheric home prices are outstripping the $500,000 exclusion under IRC section 
121 for gains on sales. But homeowners who also use their principal residence for 
business or investment can defer tax on any excess gain. 

> For CPAs advising clients on real estate and personal financial planning. 


PERSONAL FINANCIAL PLANNING/BONDS 
4 5 TIPS and CIPS 


by Richard F. Boes, Franklin J. Plewa and Mark Bezik 

“ To protect investors against the 
risk of inflation, the U.S. govern- 
ment introduced Treasury infla- 
tion-protected securities (TIPS); 
RY corporations soon followed suit 
and introduced corporate infla- 
tion-protected securities (CIPS). 
This article explains what TIPS 
and CIPS are, how they are taxed 
and why they should be part of 
your clients’ portfolios. @ 


- For CPAs who provide financial planning 
advice. 








On the Cover: Illustration by Mark Bischel/Images.com 








ARTICLES 


32 | SPECIAL REPORT 
Fighting Fraud 
Corporate looting, bid rigging, kickbacks 
and boiler rooms are the vintage fraud 
schemes; you'll be amazed at the newest 
incarnations and where they spring up. 
To take an aggressive stance against all 
kinds of corporate corruption, the AICPA 
and ACFE have joined forces to form 
the first organization to fight fraud 
worldwide. <> 

- For all CPAs. 


43 | AICPA SPECIAL REPORT 
A Glimpse of the Future 
Americans between the ages of 25 and 34 
must grow and nurture not only their 
young families, but their financial 
resources as well. The AICPA and its 
members are committed to helping them 
understand the issues and build a 
stronger future—for themselves and for » 
the nation. 

- For all CPAs. 


51 | PRACTICE DEVELOPMENT/PFP 
Sell Financial Products Well 
by Anthony Sardis and Edward Mendlowitz 
Looking for new sources of revenue? 
Before developing a niche to offer clients 
investment advisory services and prod- 
ucts, take steps to manage your risk. 
- For partners in CPA firms. 
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56 | TECHNOLOGY WORKSHOP 
Navigate Speedily in Excel Data 

by James T. Severson 

When a spreadsheet contains many pages 
of data-laden worksheets, it’s very diffi- 
cult to locate information. But add Forms 
Toolbar Buttons and Macro commands to 


FROM THE TAX ADVISER 
70 Kiddie tax changes result in 
financial aid traps. <@ 


THE INTERNET 
29 Smart stops on the Web. 


the file and the task becomes both easy AT A GEANCE: TECHNOLOGY Qé&A 

and very fast. Sd CHARTS AND GRAPHICS by Stanley Zarowin 

> For ail CPAs. 19 Going global. 72 A dash to the dash...Remove your 
67 Does your car qualify? name from an Excel comment... 

59 | AUDITING 67 E-filers get fastest refunds. Word, heal thyself. ..Set sequenced 

Assessing and Responding to Risks in | 68 Estate tax rate falls. due dates. ..Is it time to switch to a 

a Financial Statement Audit: Part II 68 Uncle Sam grants wishes. Mac’?...Calculator + gets an F-... 

Shortcuts. 


by John A. Fogarty, Lynford Graham and 

Darrel R. Schubert 

This article continues the discussion of 
the Auditing Standards Board’s eight new 
auditing standards—SAS nos. 104 to 
111—to guide auditors in the assessment 
of and response to the risks of material 
misstatement in a financial statement 
audit. Effective for audits of nonissuers for 
periods that began on or after December 
15, 2006, the SASs offer guidance for 
summarizing audit results and drawing 
conclusions. 


p> For CPAs on audits of private companies and 
other nonissuers. 
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78 Two win Institute’s top citation. 


LETTERS = hen ee tax honors. 
12 Beyond the standards. ... Where to turn. 
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100 A fond adieu from the departing 
JofA editorial and design team. 


TOP LINE 
14 News, people, trends and other 
noteworthy items. 


CHECKLIST 
30 New rules for donations. 


65 | IN OUR OPINION 
Improving CEO-Speak 


by Joel Amernic and Russell Craig 






REVIEWS 


75 Business if LO aNhe 
CPAs should take an active role in ensur- bookshelf. Fa\@GelU NCE 


ing that CEOs and other members of ene NaN 
senior management are more sensitive to 0 
the language they use when discussing isabella 
accounting information in written and eeN ite mt t 7 
spoken business communications. 
p> For CPAs advising corporate executives. 
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EXPOSURE DRAFTS OUTSTANDING 
82 Current status of EDs. 





MICHAEL SHEETZ 


OFFICIAL RELEASES 
85 FASB Statement no. 158, Employers’ 
Accounting for Defined Benefit Pension 
and Other Postretirement Plans. 


Advertisers in this issue, page 99. 
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You already know Paychex is one of the largest payroll companies in the U.S. But that’s just the 


> 401(k) P Plans 


beginning. Paychex services have evolved beyond payroll with a wide range of offerings, each 
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one designed to augment your services and create new opportunities for you to bring across-the- 


> Workers’ Compensation board solutions to your clients — enabling you to build even stronger relationships with them. 


> State Unemployment Services More than 17,000 CPA firms nationwide already participate in the Paychex Partner Program, 
the preferred provider of payro!l and retirement plan services for AICPA Business Solutions. 


To learn more, contact your local Paychex representative, call 877.264.2615 or 





visit www.cpa2biz.com/PaychexProgram. 





www.epa2biz.com/PaychexProgram 
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CCH 


a Wolters Kluwer business 


The Professional's First Choice 


And CCH® delivered: 


ProSystem fx® Scan, CCH@Hand™ 
ProSystem fx® Practice Management, 
ProSystem fx® Document 


CCH works hard to understand the challenges you face 
every day, so we can help you increase productivity and 
streamline workflows. Our integrated software and research 
products maximize efficiency, allow you to move to a digital 
environment, and leverage the programs you work with 
day-in and day-out, like Microsoft® Office. Because we bring 
you this combination of customer-focused design, award- 
winning products and industry relationships, you gain the 
strategic advantage you need to stay ahead. 


What business need can we help you solve? 


Visit CCHGroup.com/Productivity6 or call 
1-877-CCH-6415. 
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4 sweet ways Lacerte takes the sting out of running your tax practice! 


How much time do you and your staff spend on unnecessary busy work? 


Now, you can tell that busy work to “buzz off!” Because when you team our new Source Doc 
Auto-Entry with Lacerte® tax preparation software, you can say goodbye to manually entering 
most W-2s and 1099s!* 


With Source Doc Auto-Entry, you can virtually eliminate one of the most time-consuming parts 
of tax preparation: manual data entry. The result? Significant time savings which allows you to 
spend more of your time on value-added services. 


3 more ways Lacerte is creating a buzz. 


@ Tax Law Training. The only program that explains the new tax law changes and shows 
you how those changes are handled in Lacerte Tax. Self-paced training — at your 
convenience — 24/7 online.** 


® Forms Library. \magine having all the IRS forms you might need in one convenient 
location. No more wasted time hunting down forms and then wondering if they're correct. 


e Research Library. Quickly retrieve the most up-to-date tax code, court ruling and 
legislative information available — without having to exit your Lacerte return. Content 
that has been awarded FIVE STARS by the CPA Technology Advisor!*** 


It all adas up to Productivity by Design™ 

These 4 exclusive innovations are all part of the Lacerte family and are designed to help increase 
your productivity and profitability! See for yourself why more than 40,000 tax firms count on 
Lacerte every year — and why Lacerte has been top rated by AICPA for three years running. 


*Requires TWAIN-compliant and 300-dpi scanner and Lacerte tax software, Both sold separately. To determine if your current scanner is. TWAIN compliant, go to your scanner manufacturer's web site and conduct a search for your model's specifications. 
Terms, conditions, pricing, teatures, service and support subject to change without notice. Supported formats: W2 — most common payroll company formats and IRS 2-up, 3-up, & 4-up (for same individual) laser printer format. Other forms — all IRS formats 
and other provider formats which are similar to the IRS format. "Subject to occasional downtime. Internet access required. Training not inclusive of all tax law changes. “** Apr / May 2006 issue of CPA Technology Advisor ©2007 Intuit Inc. All rights reserved 
Intuit, the Intuit logo, Lacerte and Productivity by Design are registered trademarks or trademarks of Intuit Inc. in the United States and other countries. 
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HIGHLIGHTS 


@ The SEC enhanced the Internet-based search capa- 
bility of its EDGAR database of company filings. Users 
now can search the contents of disclosure documents with a 
full-text search tool. The newly searchable information includes 
registration statements, annual and quarterly reports and other 
filings by companies and mutual funds during the past four 
years. The SEC plans further enhancements based on user 
feedback. E-mail requests, comments and suggestions to 
textsearch@sec.gov. The EDGAR full-text search tool is avail- 
able at http://searchwww.sec.gov/EDGARFSClient/jsp/ 
EDGAR_MainAccess.jsp. 


& Some employers may need to keep closer tabs on 
their reimbursements of employees’ work-related expenses, 
the IRS said in revenue ruling 2006-56. The guidance notes 
that reimbursements that exceed actual expenses or IRS guide- 
lines for per diem rates are subject to income and employment 
tax. Where an employer's expense reimbursement plan has no 
mechanism or process in place for determining when employee 
reimbursements exceed appropriate amounts, the failure of the 
plan to treat the excess allowances as wages for employment 
tax purposes may cause all payments made to employees under 
the plan to be subject to taxation. 


@ The AICPA published a practice guide to FASB 
Interpretation no. 48 (FIN 48). FIN 48, Accounting for 
Uncertainty in Income Taxes, applies to all companies that report 
in U.S. GAAP including closely held businesses. It requires a 
higher standard for accruing a tax benefit in financial state- 
ments than the IRS imposes on tax returns. For tax years 

beginning after December 15, 2006, the tax accrual may con- 
tain only positions meeting the “more likely than not” stan- 
dard, and the financial statements must include quantitative 
and qualitative disclosures related to unrecognized tax benefits. 
For calendar-year corporations, the new rules take effect with 
first quarter 2007 results. 

However, the new rules require calendar-year corporations 
to have a “clean” starting point for their tax accounts on 
January 1, 2007. In other words, the deferred tax asset and 
deferred tax liability accounts on that date must be determined 
in accordance with the standards of FIN 48. 


@ The AICPA Auditing Standards Board (ASB) has 
clarified GAAS by issuing Statement on Auditing Standards 
(SAS) no. 113, Omnibus 2006. It amplifies terminology of SAS 
no. 95, Generally Accepted Auditing Standards, in accordance 


with SAS no. 102, Defining Professional Requirements in 
Statements on Auditing Standards. 

The ASB also issued Statement on Standards for Attestation 
Engagements (SSAE) no. 14, SSAE Hierarchy. For copies of the 
new standards, contact the AICPA at 888-777-7077. 


@ The IRS applied tax liens and levies correctly most of 
the time during fiscal 2004, a GAO study concluded. In 98% 
of the Collection Due Process cases that were appealed, the IRS 
Appeals Office determined that the Service’s collection person- 
nel followed proper procedures, the GAO said. Roughly 60% 
of liens and levies were upheld on appeal, often because tax- 
payers did not qualify for a collection alternative since they did 
not file all required tax returns. For about 27% of taxpayers, 
the Appeals Office negotiated a collection alternative, thereby 
avoiding the lien or levy. Another 11% of taxpayers withdrew 
their appeals. When taxpayers raised the same arguments as 
before they appealed, the position of the IRS collection person- 
nel was upheld more than 80% of the time. The report is avail- 
able at www.gao.gov/new.items/d07112.pdf. 


& The International Federation of Accountants’ (IFAC) 
Professional Accountants in Business Committee issued an 
exposure draft, Defining and Developing an Effective Code of 
Conduct, highlighting the role professional accountants in busi- 
ness play in driving and supporting organizational ethics and 
conducting ethics programs. The committee revised the guid- 
ance following significant comments received on an ED on the 
same topic issued in January 2006; it now recommends an 
approach based on a values-driven code. Comments are due 
February 16, 2007. The ED is available at www.ifac.org/EDs. 


@ Four CPAs will be part of the 110th Congress, two 
fewer than the last Congress, following the re-election in the 
House of John Campbell (R-Calif.), Michael Conaway (R- 
Texas), Collin Peterson (D-Minn.) and Brad Sherman (D-Calif.). 
Among other changes in the new Congress: Rep. Barney Frank 
(D-Mass.) is expected to succeed Rep. Mike Oxley (R-Ohio) as 
chairman of the House Financial Services Committee. Frank 
has stated concerns about the requirements of the Sarbanes- 
Oxley Act, especially with regard to smaller companies, but he 
has expressed confidence in the ability of the SEC and PCAOB 
to address the requirements through the regulatory process. 
Following the retirement of Sen. Paul Sarbanes (D-Md.), Sen. 
Christopher Dodd (D-Conn.) will be the ranking Democrat and 
likely chairman of the Senate Banking Committee. 
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BEYOND THE STANDARDS 

The Last Word column about the San 
Antonio CPA and his WWII hero father 
(JofA, Nov.06, page 100) is the best article 
the JofA has published in my 20+ years of 
AICPA membership. So much of our pro- 
fession and its topics by their very nature 
are extremely technical and, let’s face it, dry. 


Letters to the Editor 


The JofA encourages readers to write letters 
on important professional issues in addition 
to comments on published articles. Because 
space is limited, letters submitted for pub- 
lication should be no longer than 500 words. 
Please include telephone and fax numbers. 
JofA e-mail address: JOAED@aicpa.org. 


DD Direct Deposit 


Simple. Safe. Smart. 
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It’s great to see beyond the exposure drafts 

and congressional tax proposals and ex- 

perience the reality and rich history that 
make up the lives of our membership. 

Thanks to Conrad for sharing and the 

JofA for publishing a great story. 
Robert C. Klick, CPA 
Fort Collins, Colo. 


ONE SPACE OR TWO? 
In “When Did the World Change?” (JofA, 
Oct.06, page 13) the letter writer asked, 
“When did the world change from two 
spaces after a period to one? More impor- 
tant, why did it change?” 

With the transition from monospaced 
typefaces, such as on a typewriter, to pro- 
portional typefaces, such as those com- 
monly used in word processing, the need 


for the extra space to visually mark the end 
of asentence became moot. Today, section 
6.11 of the Chicago Manual of Style states 
in typeset matter, one space, not two (in 
other words, a regular word space), follows 
any mark of punctuation that ends a sen- 
tence, whether a period, a colon, a ques- 
tion mark, an exclamation point or clos- 
ing quotation marks. For nontypeset 
material, section 2.12 states that a single 
character space, not two spaces, should be 
left after periods at the ends of sentences 
(both in manuscript and in final, pub- 
lished form). 

The letter writer is not alone in con- 
tinuing to observe the two-spaces-after-a- 
period rule, as most editors would attest. 

Cynthia L. Course, CPA 
Wrightstown, N_J. 


Payroll hassles? No problem. 
I've got the "Direct Effect." 


Meet Joe, a small business owner. 
Joe is everybody’s hero now that he 
offers Direct Deposit to his employees. 


Paychecks, bonuses, reimbursements 
and even commissions can be paid 

using Direct Deposit. Direct Deposit saves 
the company money that used to go to 
paper, postage and security costs. 

And it was so easy! 


Whether you're a two-person start-up or 
the fastest growing fish in the pond, 
Direct Deposit saves you money on every 
check. Go get the "Direct Effect" for your 
business — today. 


To simplify your payroll, cut costs and raise a smile at the office, 
contact your bank or visit www.electronicpayments.org. 
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Portfolio analysis integrated with 


primary sources, news, and practice tools — all in one place. 


Contact your BNA representative or 


call 800.372.1033 for details. 


www.bnatax.com 
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topline 


News, People, Trends ff and Other Noteworthy Items 


SURVEY SAVVY 


Retirement Expectations Changing 


ore than three-quarters (77%) of American workers expect to 

keep doing some kind of work for pay after they retire, a new 

Pew Research study found—and most of them (60%) are more 
interested in keeping busy than in the pay. As for those already retired, they 
are less enamored of the workaday life; only 12% said they now have a 
paying job. The disparity highlights the fact that attitudes about retirement 
are in transition, the authors noted. The demographic of older Americans is 
changing as well: Retirees will comprise 21% of the population in 2050, up 
from 12% in 2000. 


Source: Pew Research Center, “Working After Retirement: The Gap Between Expectations and Reality” 
www.pewresearch.org. 


| BUSINESS TRENDS _ 
: Paperless Reports 
/ Shunned — 


- the vast majority (81%) of investors, | 


portfolio managers and securities 
analysts preferred receiving printed 


ones, according to an October 
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_ Survey by WithumSmith+Brown 

Ep (www.withum .com). Among the. ir 
1 managers and analysts, the sentiment | a 

_ was almost unanimous (94%). inv 
_ Respondents said printed aoe = “sai 
| are easier to read, file for future 

_ reference, highlight, mark up and 

annual reports rather than electronic 1 


take notes on—and they’ re — 


more ses 









AS 
GG The laws say that’a thing is worth 
as much as it can be sold for, that is, 
according to how purchasers can be got to 
buy when at liberty and by free choice, and 
assuming that the purchasers are not fools, 
pinched, or deceived. ... Hence, everyone 
who sells, since he is moved toward his 
own profit, must rightly in some degree be 
morally suspect to himself. ) 9 
—Johannes Nider, in On the Contracts of 
Merchants. First published about 1468. 
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BUSINESS TRENDS 


What's on Your PCs? 


ow solid are your clients’ document retention policies? 
H = businesses have formal guidelines, but those rules 

often are loosely enforced, especially when it comes to 
individual users’ desktop computers, according to a survey of IT 
professionals commissioned by NextPage (www.nextpage.com). 

While 62% of the companies surveyed said they had 
document retention policies, only 31% of those companies 
said they actively enforced the policies. 

When it came to monitoring computer hard drives for 
compliance, 69% of the respondents said they checked shared 
network drives, while only 45% monitored individual users’ 
hard drives. That raises liability and compliance concerns, the 
survey summary said, citing an earlier Gartner Group estimate 
that 80% of a company’s documents resided on users’ desktops. 


-GOLDEN BUSINESS IDEA 


Untouchable Offenders = Hold the boss accountable. If the crucial 


confrontation fails, and if the situation is 


ae affecting the staff negatively, consider taking it 
Ninety-three percent of employees work with to the manager. Use these same steps to help 


politically connected coworkers whose bad the manager see that he or she needs to deal 
behavior or chronic poor performance with this errant employee. 

should—but doesn't—make them a target for 

termination, according to a VitalSmarts 

(www.vitalsmarts.com) online research poll. 

Some tips for effectively confronting them: 

= Communicate respect. Communicating 

respect in the first 30 seconds helps others 

feel safe, which will help them listen to you. 


a Lead with facts. Replace, “I think you are 
rude to me in staff meetings” with, “In our last 
staff meeting, you cut me off when | was 
speaking and then rolled your eyes’ 


= Share natural consequences. For 
example, “I’ve heard you expressing frustration 
that people aren't friendly to you. | think | know 
some reasons why and would be willing to 
share them if you'd like? 


m Invite dialogue. Remember you are 
probably partly wrong about how you see 
things. After sharing your concerns, encourage 
the other person to share his or hers—and even 
to show you where you are wrong. 
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BUSINESS TRENDS 
Time Pressures Rise 


early half (46%) of CFOs said time 

management was the greatest 
challenge for financial executives today, up 
from 36% five years ago, according to a 
survey by Robert Half Management 
Resources. Keeping pace with technology 


was second, with 22% of the response, vs. 


27% in 2001. Keeping current with 
accounting regulations came in third, at 
17%, up from 13% in 2001. 


ON THE RECORD 
Help for Small 
Companies 


ae many small companies don’t 
have the resources or expertise 
to make the necessary structural 
changes on their own, and we need 
to make sure they compete on a level 
playing field? 
—-U.S. Sen. John Kerry, who 
introduced legislation aimed at 
making it easier for small companies 
to comply with section 404 of the 
Sarbanes-Oxley Act. 


Cities Creating 
New Jobs 


1. Palm Bay-Melbourne- 
Titusville, Fla. 

2. Cape Coral-Fort Myers, Fla. 

3. Naples-Marco Island, Fla. 

4, McAllen-Edinburg-Mission, 
Texas 

5. Deltona-Daytona Beach- 
Ormond Beach, Fla. 

6. Orlando-Kissimmee, Fla. 

7. Washington-Arlington-Alexan- 
dria, D.C.-Va.-Md.-W.Va. 

8. Fayetteville-Springdale- 
Rogers, Ark.-Mo. 

9. Fort Lauderdale-Pompano 
Beach-Deerfield Beach, Fla. 

10. Riverside-San Bernardino- 

Ontario, Calif. 


Source: Milken Institute, www.milkeninstitute.org, 
2006. 
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Favorable Business 
Tax Climates 


- 1 Wyoming _ 


2. South Dako 
- Alaska 

4 Beda : 

_ 5, Florida 


k 6. Texas 


7. New Hampshire 
oS Montana 
: * 91 Delaware | 
= 10. Oregon 


| Sores Tax Foandalion, www taxtoundation org. 


_ ONTHERECORD 

No “Irrational © 
Exuberance’ for 

: Sarbox — 


. & ‘O" asd thing: Sarbox requires 








the CEO to certify the financial 


statement. That's new and that’s helpful. 
| Having said that, the rest we could do 
without. Section 404 is a nightmare” 


—Former Federal Reserve Chairman 
Alan Greenspan, during a 
Massachusetts Technology Council 
meeting eee 25, 2006. 


ALL IN A DAY'S WORK 
Taking Things Literally 


was working on an audit of a local school system and needed to visit 
several area schools. When | arrived at one particular elementary school, 
| walked into the office, introduced myself and explained that |! was working 
on the school’s audit. 
Not sure where to go, | asked the woman behind the desk if she could 
please direct me to the school bookkeeper. 
She very pleasantly asked, “You mean the librarian?” 
—P. Jenice Saint, CPA 


BUSINESS TRENDS 


Directors’ Pay Up 14% 


edian total pay for independent directors at the 

500 largest U.S. companies rose 14% last year, 

according to a survey by compensation 
consulting firm Steven Hall & Partners. The new figures 
bring median compensation totals from $162,363 to 
$185,000. 

Higher cash retainers for board service (up 11%) and 
committee chairmanship (up 25% to 80% depending on 
the committee) contributed to the increase. Total board 
pay for companies in the bottom half of the top 500 grew 
a surprising 19%. About a third (34%) of the top 1,000 
companies have dropped board-meeting fees, which are 
generally $1,500 per meeting. 


Source: Steven Hall & Partners, www.shallpartners.com. 
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WHAT PARTNERSHIP 
WITH NEP 
MEANS FOR CPAS. 





When CPAs form Professional. Partnerships with NFP advisors, they gain 
immediate access to the latest and most innovative wealth management strategies, 
estate and tax planning and corporate and executive benefits solutions. 

The NFP network includes some of the nation's leading planning experts 
for high net worth individuals and corporate clients. Through Professional 
Partnerships, you benefit from the network's collective expertise...and 
so do your clients. 

If you're a CPA interested in working with experienced professionals within 
the NFP network, you should talk to us. 

We could be one of the most valuable partners you've ever had. 


Call Alec Herring JD, CLU at 1 800 880 0080, extension 6331. Or e-mail 


Aherring@nfp.com. 
} > NFP 
ei 
NATIONAL FINANCIAL PARTNERS NYSE. 


Securities offered through NFP Securities Inc. 
NASD/ SIPC/ Registered Investment Advisor. 


CHART BY KELLEY GRAPHICS 








NewsDigest 





EDUCATION 

i The AICPA has created an associate membership category for 
college and university accounting faculty who are not CPAs. Non- 
CPA faculty members are eligible for a one-year subscription to 
the AICPA’ Core Library, access to the AICPA’s Technical Infor- 
mation and Professional Ethics Hotlines, a discount on AICPA 
products, complimentary subscriptions to the Journal of Accoun- 
tancy and The CPA Letter, and access to AICPA insurance and re- 
tirement programs. Non-CPA faculty members will not be able 
to vote on member ballots. Dues are $185 a year. Applications 
are available at www.aicpa.org/aec. 

@ State CPA societies and individuals are invited to nominate an 
accounting educator for the 2007 AICPA Distinguished Achieve- 
ment in Accounting Education Award. This award recognizes full- 
time college accounting educators distinguished for excellence 


Going Global 


When asked what will affect profits in the financial 
services sector over the next th 
respondents said 


Globalization 
Regulation 
Risk , 
Technolog 
Innovation 


Demographics 


Home-country con 


Other 

Mis 

Note: Up to three 
responses allowed. 


Source: Global Financial Services Industry Outlook, 
“Shaping Your Strategy in a Changing World,” Deloitte 
& Touche, New York, www.deloitte.com, 2006. 





in teaching and for national prominence in the accounting pro- 
fession. Nominations are due February 1, 2007. For details, e- 
mail Heather Bunning at hbunning@aicpa.org. 


EMPLOYEE BENEFITS 
@ The U.S. Department of Labor clarified how employers can offer 
health savings accounts (HSAs) to employees without triggering Em- 
ployee Retirement Income Security Act (ERISA) requirements. Field 
Assistance Bulletin 2006-02 (www.dol.gov/ebsa/regs/fab_2006- 
2.html) explains some points that have continued to draw ques- 
tions from employers since a bulletin two years ago (2004-01). 
The latest guidance clarifies that HSAs do not constitute em- 
ployee benefit plans under ERISA even when employers pay account 
fees on behalf of employees, or when employers open accounts for 
employees and deposit funds without asking employees’ consent. 


ENFORCEMENT 
@ The Federal Election Commission (FEC) released for comment 
a proposed enforcement policy about reporting errors made by 
campaigns and other political committees that stem from embez- 
zlement of funds by committee officials. A companion document 
proposes internal controls political committees could use to guard 
against embezzlement. Under the proposed policy, committees 
that implement certain minimum safeguards would not be held 
liable by the FEC if a misappropriation led to reporting errors. 

The proposal is in response to a recent increase in the num- 
ber of enforcement cases involving misappropriation of committee 
funds, often by committee employees. The FEC could implement 
the policy as early as this month, said FEC Audit Division Di- 
rector Joseph Stoltz. 

The proposed policy and the internal controls document are 
available at www.fec.gov/law/policy/embezzlepolicy.pdf. 


ll For single-click access to further coverage of the news sto- 
ries listed here, visit the Journal of Accountancy Web site at www. 
aicpa.org/pubs/jofa/joahome.htm. 

- @ Fornews from the AICPA and state societies, visit www.cpa2biz. 
com, which also offers online CPE, AICPA professional literature, 
practice management aids and links to state society Web sites. 
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ETHICS 

@ The Public Company Accounting Over- 
sight Board pushed back a key imple- 
mentation date for an aspect of PCAOB 
Rule 3523, Tax Services for Persons in Fi- 
nancial Reporting Oversight Roles. Under 
the old implementation schedule, the rule 
was not to apply to tax services being pro- 
vided pursuant to an engagement in 
process on April 19, 2006, so long as the 
services were completed on or before Oc- 
tober 31, 2006. Under the revised imple- 
mentation schedule, the board will not 
apply the rule to tax services provided on 
or before April 30, 2007, when those serv- 
ices are provided during the audit period 
and are completed before the profession- 
al engagement period begins. 

The PCAOB pushed back the imple- 
mentation date after it decided to revisit 
the parts of the rule that deal with tax serv- 
ices provided during the period before a 


registered public accounting firm becomes 
auditor of record for an audit client. 

For more information visit www.pcaob 
us.org/Rules/Docket_017. 


FINANCIAL REPORTING 

The AICPA Accounting Standards Ex- 
ecutive Committee (AcSEC) commented 
favorably on a partial draft of a conceptu- 
al framework for financial reporting being 
developed jointly by the Financial Ac- 
counting Standards Board (FASB) and the 
International Accounting Standards Board 
(IASB). The framework, which consists of 
acommon set of principles for developing 
accounting standards, is a key part of the 
boards’ moves toward convergence of their 
respective standards. 

The FASB preliminary views document, 
titled Conceptual Framework of Financial Re- 
porting: Objective of Financial Reporting and 
Qualitative Characteristics of Decision-Use- 


ful Financial Reporting Information, consists 
of the frameworks first two chapters. They 
deal with the objectives of financial re- 
porting and the qualitative characteristics 
of financial reporting information that are 
useful in decision making, such as rele- 
vance, faithful representation, compara- 
bility and understandability. 

AcSEC agreed with many of the draft’s 
provisions but made 10 recommendations, 
including that less complexity should be ac- 
corded a higher value in the conceptual 
framework. In addition, ACSEC said FASB 
should provide a more robust framework 
for how preparers and auditors should as- 
sess materiality. 

To review the joint conceptual frame- 
work, visit www. fasb.org/project/concep 
tual_framework.shtml. 

For the next phase of the project, FASB 
and IASB will hold roundtable discussions on 
measurement, concerning the value of assets 
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Sage Software helps Bill Baldwin, Vice President of Administration at Hobie Cat, to see his operation from every possible 
angle. With a full complement of integrated modules, his Sage ERP solution manages everything from Hobie Cat’s financials to | 
operations to boat manufacturing. And it’s just one of our many software and service solutions for small and medium-sized 





and liabilities in financial reporting. The dis- 
cussions, which will take place in Hong Kong, 
London and Norwalk, Conn., will focus on 
the list of measurement issues identified in the 
plan for the project’s measurement phase, the 
initial inventory of potential measurement 
bases prepared by the project staff and the ter- 
minology associated with that inventory. 


FRAUD 

@ Lender reports of mortgage loan fraud 
are up 35% in the first quarter of 2006 over 
the same period in 2005, according to the 
Financial Crimes Enforcement Network 
(www.fincen.gov). Moreover, instances of 
mortgage loan fraud constituted nearly 5% 
of all suspicious activity reports filed by de- 
pository institutions with FinCEN in 2005, 
up from 2% in 1997. The agency is unclear 
whether the rise in mortgage-loan-fraud 
reports is due to an increase in fraudulent 
loans or in awareness of the activity. 


Identity fraud was the most common 
type of mortgage fraud (23% of cases sam- 
pled), followed by misrepresentation of 
loan purpose (12%), appraisal fraud (119%) 
and straw buyers (3%). Emerging trends 
included “renting” assets to qualify for 
loans (less than 1% of cases). 


GOVERNMENT ACCOUNTING 

@ The Federal Accounting Standards Ad- 
visory Board (FASAB) is seeking comment 
on a proposal to change when a liability 
and corresponding expense are recognized 
for benefits under Social Security, 
Medicare and other federal social insurance 
programs. Currently, under Statement of 
Federal Financial Accounting Standard 
(SFFAS) no. 17, recognition occurs when 
a program participant meets all eligibility 
requirements and benefit payments be- 
come due and payable. Three FASAB 
members favor retaining that standard, 


while six others, including Chairman 
David Mosso, would recognize a liability 
and expense when participants become 
fully insured—for Social Security and 
Medicare, after 40 quarters of covered em- 
ployment. One member abstained from ex- 
pressing his views but supported releasing 
the document for comment. A preliminary 
views document analyzing the two posi- 
tions is titled Accounting for Social Insurance, 
Revised. The document is available at www. 
fasab.gov/exposure.html. The deadline 
for comments is April 16, 2007. 

M@ GASB has published the 2006-2007 
edition of its Comprehensive Implementation 
Guide. Besides consolidating and updating 
previous guides, the new edition includes 
first-time implementation guides to GASB 
Statements no. 44, Economic Condition Re- 
porting: The Statistical Section—an amend- 
ment of NCGA Statement 1; no. 43, Finan- 
cial Reporting for Postemployment Benefit 


businesses, from entry-level accounting and contact management software to end-to-end solutions 
encompassing accounting, CRM and HR. All of which come with expert advice, installation, training, 
plus ongoing service and support. For a fresh perspective on your business, 
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Plans Other Than Pension Plans and no. 45, 
Accounting and Financial Reporting by Em- 
ployers for Postemployment Benefits Other 
Than Pensions. It is available at www.gasb. 
org or by calling 800-748-0659. 
i FASAB issued a Statement of Federal Fi- 
nancial Accounting Standards (SFFAS) to 
clarify and standardize reporting of fiduciary 
activities by federal entities over nonfederal 
assets. The board approved SFFAS no. 31, Ac- 
counting for Fiduciary Activities (www.fasab. 
gov/pdffiles/sffas_31-pdf), in April 2000. 
Previously, fiduciary activities—in which 
the federal government receives and man- 
ages cash or other assets on behalf of a 
nonfederal individual or entity—weren’t 
clearly defined or distinguished from fed- 
eral program activities, FASAB Chairman 
David Mosso said. SFFAS no. 31 takes ef- 
fect September 30, 2008. 
@ To help standardize how governments 





designate funds and report fund balances, 
GASB issued for comment Fund Balance 
Reporting and Governmental Fund Type De- 
finition (www.gasb.org/exp/ITC_Fund_ 
Balance_Reporting.pdf). The document 
proposes to redefine government fund 
types to clarify their purposes and suggests 
three alternative models for classifying 
components of fund balances. Comments 
can be made at www.gasb.org/survey/ 
cgi-bin/fbr.html by January 31, 2007. . 


INTERNATIONAL 

M The International Public Sector Ac- 
counting Standards Board of the Interna- 
tional Federation of Accountants (IFAC) is- 
sued an exposure draft of a proposed new 
International Public Sector Accounting Stan- 
dard (IPSAS) on employee benefits. ED 31 
is based on IAS no. 19, Employee Benefits, 
and addresses short-term employee benefits, 


post-employment benefits, other long-term 
employee benefits and termination bene- 
fits. Comments may be e-mailed to public 
sectorpubs@ifac.org by February 28, 2007. 
The draft is available at www.ifac.org/EDs. 
M@ The World Federation of Exchanges 
(WFE) endorsed the processes the Inter- 
national Auditing and Assurance Standards 
Board (IAASB) uses for establishing inter- 
national standards on auditing (ISAs), ac- 
cording to a statement by IFAC. The WFE 
represents 57 securities and derivative mar- 
kets that account for more than 97% of 
world stock market capitalization. More 
than 100 countries have adopted or in- 
corporated ISAs into their national audit- 
ing standards or use ISAs as a basis for 
preparing national auditing standards. All 
IAASB standards and guidance are available 
free from IFAC at www.ifac.org/store. 


FYI 

@ Former AICPA board chairman Robert 
L. Bunting was elected deputy president of 
the International Federation of Accountants 
(IFAC) in November 2006. Under the IFAC 
constitution, the deputy president becomes 
president after serving for two years. 
Bunting succeeds Juan José Fermin del 
Valle of Argentina, who is now IFAC pres- 
ident. Bunting joined the IFAC board in 
November 2005. He is a partner at Seat- 
tle-based Moss Adams LLP where he served 
as chairman and CEO from 1982 to 2004. 
i The SEC's Office of the Chief Accoun- 
tant is seeking up to three professional ac- 
counting fellows to help develop proposed 
securities rules, work with standard setters 
in accounting and auditing, and consult 
with filers on reporting matters. The un- 
paid fellowships are for two years begin- 
ning June 2007. For two positions, the 
SEC prefers candidates with experience 
applying U.S. GAAP or International Fi- 
nancial Reporting Standards; candidates 
for the third position should have experi- 
ence in analyzing and implementing au- 
diting and other standards. Applications 
are due by January 19, 2007. For infor- 
mation, call Mark Barrysmith at 202-551- 
5304 or Josh Jones at 202-551-5334. 
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2007 Salary Guide 


Accounting & Finance Salaries 


accounlemps. 





Stay competitive in hiring 
and retention with the 
2007 Salary Guide. 


This essential and unbiased booklet features 
the latest salary ranges for accounting and 
finance positions, in-depth regional salary 
analysis and more. 


Call today to order your free 
2007 Salary Guide. 


800.803.8367 
accountemps.com 


800.474.4253 
roberthalf.com 


Glen 


ELITEVALUES PARTNER 





Accountemps and Robert Half Finance & Accounting 
are the leaders in specialized financial and accounting 
staffing for temporary and full-time placement, respectively. 


Robert Half 


Finance & Accounting 





Insurance Plans — 
from the AICPA Trust: 


They’re as versatile as you are. 


Protection—no matter what you may encounter 

Your AICPA membership grants you access to an impressive 
suite of Plans endorsed by the AICPA with insurance issued 
by The Prudential Insurance Company of America. These 
Plans are designed to offer the coverage and options CPAs like 
you need. For instance, the CPA Life and Spouse Life Plans 
offer up to $2,000,000 in coverage, depending on your age and 
memberships, plus optional features that let you tailor them 

to your family’s needs. With these and other Plans to choose 
from, you're sure to find the right insurance coverage 

at group rates that fit your own financial plan. 


Annual cash refunds lower your costs 

Each year, the money not needed to pay claims and 

other expenses is distributed to participants in all AICPA- 
endorsed Plans in the form of annual cash refunds. These 
refunds can significantly reduce the cost of your coverage, 
and while not guaranteed, they have been paid annually 
since the first Life Plan was introduced in 1957. 


Find out what over 185,000 CPAs already know—that AICPA- 
endorsed insurance Plans offer coverage you can trust. 


For more information, visit the AICPA Insurance Trust 
website at www.cpai.com or call Aon Insurance 
Services toll free at 1-800-223-7473. 


Group coverages issued by The Prudential Insurance Campany of America, 751 Broad Street, Newark, NJ 
07101-3177, The Plan Agent of the AICPA Insurance Trust is Aon Insurance Services. The booklet-certificates 
include all exclusions, limitations and reductions that may apply. 

IFS-A119876 Ed. 11/06 AICPA 3976 
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AIC PA Get online uodates every day at WWw.cpa2biz.com 


New Resources 


Publications... 


CPA’s Handbook of Fraud and Commercial Crime Prevention 
This comprehensive resource has just been updated for new developments 
in fraud prevention. Find guidance and tools in key areas including financial 


statement fraud, fraud investigation, corporate security, procurement fraud, | oe a 

and identity theft. Ready-to-use sector-by-sector fraud prevention checklists | 

on the companion CD ROM help save time and avoid costly oversights. What CPAs 
Looseleaf, 1 vol., updated annually. are Buying Now 


No. 056504 
$180.00 member/$225.00 nonmember 


Assessing and Responding to Audit Risk in a | 


CPE Self-Study... | Financial Statement Audit—AICPA Audit Guide | 
Applying COSO Guidance for Smaller Public Companies Reporting on | No. 012456 


Internal Contro! Over Financial Reporting | $69.00 member/$86.25 nonmember 
Ideal for on-site staff training or individual self-study. i : - 

: : | The Adviser’s Guide to Circular 230 Rules 
Complete your understanding of the new COSO document and earn CPE | No. 017256PDF 
credit. Find real-life examples of how smaller companies have applied the . $69.00 member/$86.25 nonmember 
fundamental principles effectively. Low-cost additional manuals available for Accounting for Income Taxes—Applying 


group study. Save even more with volume discounts. SFAS No. 109/FIN48: A Whole New 
Prerequisite: Knowledge of COSO Internal Control—integrated Framework | Ballgame! 
Level: Intermediate | Level: Intermediate 


Format and Price: 150 min. DVD/Manual. No.187210 Format: Text No. 732792 


DVD/Manual No. 182791 
ee ane 25 MOI WET Text, $145.00 member/$181.25 nonmember 


: | DVD, $185.00 member/$231.25 nonmember 
Upcoming AICPA Conferences Forensics and Financial Fraud: Real World 


Please visit www.cpa2biz.com/conferences to plan your CPE for 2007! issues and Answers 








Workshop |: Mapping Strategy with the Balanced Scorecard Level: Intermediate 
02/12/2007 — 02/13/2007 ¢ New York, NY Recommended CPE Credit: 8 
; Format: Text No. 733200 
Spring Controllers Workshop 3: 
03/15/2007 - 03/16/2007 ¢ San Antonio, TX $125.00 member/$156.25 nonmember | 
Tax Strategies for the High Income Individual Risk Assessment Standards—Understanding 
04/30/2007 — 65/01/2007 ¢ Las Vegas, NV the Entity and Assessing Risk 
Level: Intermediate 
For more information on conferences, visit www.cpa2biz.com/conferences Recommended CPE Credit: 6 
| — a Stine se. ee nae ae hone | Format: CD ROM 
Upcoming AICPA Webcasts neces 


$115.00 member/$143.75 nonmember 


Internal Control over Financial Reporting— 
Guidance for Smaller Public Companies 


Stay plugged in to what’s happening and earn CPE credit right from your 
desktop. Hear the latest topics from the profession’s leading experts. 





CFO Quarterly Roundtable Series | No. 990017 

4 Quarterly Webcasts ¢ Recommended CPE Credit: 8 | $65 member/$90.00 nonmember 
| 

SEC Quarterly Update Webcast Series | Bidar trdive ak wnwiea7hz bom 

4 Quarterly Webcasts e Recommended CPE Credit: 8 | Or call toll-free (888) 777-7077 


For more information on webcasts, visit www.cpa2biz.com/webcasts | 
SPECIAL ADVERTISING SECTION from WWW.CPA2BIZ.COM 


AICPA 


AICPA} 


ELITE VALUES PARTNER 


The AICPA Elite Values Program 
enables you to get great savings 
every day on the things you buy 
every day. That’s why it’s one of 
the most invaluable benefits of 
your AICPA membership. Start 
taking advantage of these great 
offers today. 


Log onto www.cpa2biz.com/affinity 


Online Products 


AICPA RESOURCE: 
A&A Literature 


Get access AICPA’ RESOURCE 


anyti me, ACCOUNTING & AUDITING LITERATURE 
anywhere — to the AICPA’s, FASB’s 

and GASB’s latest accounting 

and auditing guidance at 
www.cpa2biz.com/AlCPAresource 


AICPA CPExpress 
(formerly AICPA InfoBytes) 


The newly-revamped { 7 

online CPE learning CPExpress 
library gives you 

unlimited access to hundreds of 

1-2 credit CPE courses. Visit 
www.cpa2biz.com/cpexpress 


AICPA e-MAP 
A collection of practice ay 


management guidance @_ 
and tools, complete & MAP 
with customizable forms 
and spreadsheets. Visit 

www.cpa2biz.com/emap 


Free Newsletters 


Register at www.cpa2biz.com 
to start receiving our weekly 
CPA Insider e-newsletter. 





Accounting Practice Handbook 








Get online updates every day at WWW.Cpa2biz.com 


NEW & NOTEWORTHY 


It’s All About the Bottom Line! 


Where ‘cash is king,’ the corporate cash manager rules. 


by Michele Allman-Ward and Peter Allman-Ward 
Adapted from “Optimizing Company Cash” 


Mining, managing and maximizing liquidity is an art and, increasingly, a science. 
Effective treasury management is an integral part of a company’s success; an activity 
that has a positive impact on a company’s bottom line and on shareholder value. 


The role of the corporate cash manager is evolving. The cash manager’s 
responsibilities are expanding. In the 1980s a cash manager’s primary function was 
to poll banks for bank balances and effect the payments for the day. Today, he or 
she is an important strategic partner in managing the liquidity of the company and 
monitoring business risks. 


The role of the cash manager has evolved from being primarily a gatherer of historical 
information to being a cash flow specialist who can contribute significantly to the 
bottom line by forecasting and managing future flows. 


Financial managers and cash managers frequently work from the same information, 
such as a company’s financial statements, but view the statements from different 
perspectives and interpret them differently. Accountants analyze ratios and make 
comparisons with industry averages over the long term, whereas cash managers, and 
the bankers who serve them, look for indications that in the short term a company 
can pay its bills and stay in business. 


The three different perspectives can produce widely varying impressions of a 
company’s financial position. 


The senior manager may believe that because the raw materials are being purchased 
at a low price and being sold at a high price, the business has long-term viability. The 
accountant, seeing that raw materials are being purchased at a low price and that a 
sale of the goods has been recorded, judges the company to be profitable. 


The cash manager, on the other hand, sees that raw materials have been paid for but 
the proceeds for the sale are slow in coming. In the meantime, operating and ongoing 
expenses continue to drain the cash reserves. 


More than the senior executive or the accountant, it’s the cash manager who must 
understand that the company could become insolvent if the cash doesn’t start flowing 
in soon and to act on the information. 


Michele Allman-Ward is Managing Director of Allman-Ward Associates Inc., treasury 
management consultants. Co-author Peter Allman-Ward is chief financial officer of 
Wedbush Morgan Securities Inc., a member of the AICPA and a Fellow of the Institute 
of Chartered Accountants of England and Wales. 


Adapted from “Optimizing Company Cash,” published by the AICPA and available at 
www.cpa2biz.com or 1-888-777-7077. 
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IMPLE 


The free market for life insurance is here. Giving policyowners powerful options for managing their life 


insurance assets. Through transactions like life settlements and SWAPP®, you and your clients now have 


the tools to tap into the market value of policies that are no longer needed or simply underperforming. 


The result is a brilliant new world of individualized estate planning strategies where value is maximized. 


And choices abound. 


COVENTRY 


NG INSURANCE® 


coventry.com 877-836-8300 
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NCPS CUSTOM BUILT 1970 HEMI CHARGER 


NCl’s marketing plan has been used by over 3,500 successful accountants nationwide.This 
proven track record of success allows NCI to guarantee you 50k to 125k in annual billings. 


Marketing Includes 
e Email Marketing ¢ Appointment Setting ¢ Internet Marketing © More... 


Weekly Coaching Webinars sharpen your 
skills and keep your business on target. 


Practice Management Training 
teaches you how to manage the tremendous 
growth that will be generated from 


NCl’s program. 
The NCI Tearn — 


LOI | New Clients, Inc. 
Powering Your Growth 


Call 1-666-NEWCLIENTS (1-888-639-2543) 
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See NCI’s rare, classic muscle cars online! 
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THE INTERNET 








Smart Stops on the Web 





PFP SITES 


ONWARD AND UPWARD 
www.mynextphase.com 

Here CPAs and financial advisers can get a free 
trial membership and explore some of the 
nonfinancial considerations of retirement, 
such as how to handle change and revisit past 
interests as future options. Retirement Re- 
sources has links to Web sites on health, recre- 
ation and working after retirement. Find 
books on successful retirement in Suggested 
Reading, get the free newsletter Next Phase 
News and download research findings in “Re- 
tirement Trends and Truths.” 


GET THE FINANCIAL FACTS 
http://kimsnider.blogs.com 

This blog, created by the founder and president 
of Kim Snider Financial Communications, has 
dozens of posts from financial journals and Web 
sites on topics including annuities, bonds, cash 
flow investments, financial education and in- 
vestment principles. Find out how Kim Snider 
invests her own money and learn her portfo- 
lio management strategies with a free infor- 
mational session. 


A HELPING HAND 

www.finaid.org 

Personal financial planners with clients that 
have kids in school will want to bookmark this 
Smart Stop for guides on navigating financial 
aid, loan and scholarship information. Find 
links to aid programs from the military and fed- 
eral and state governments, as well as resources 
on education tax benefits and financial aid ap- 
plications. Get calculators to project college 
costs and help with family budgeting. Or go 
to Beyond Financial Aid for a financial aid 
checklist and links to college selection and jobs 
and internship sites. 


MONEY MATTERS 

www.pfblog.com 

Follow this blogger's personal finance journey 
to learn about the 10 best domestic equity 
fund managers and how to properly close a 
credit card account. Look up your life ex- 
pectancy in the Archives or go to the PFBlog 





Digest to get the scoop on paying off student 
loans, starting salaries for college grads and 
how 529 plans affect financial aid eligibility. 


MAKE A CLEAN BREAK 
www.womansdivorce.com 

Financial advisers looking for divorce re- 
sources for female clients can go to this site’s 
Downloadable Documents section for state- 
specific divorce forms, parenting, separation 
and property settlement agreements. The 
Legal Considerations for Women and Finan- 
cial Information sections offer divorce strate- 
gies and advice on choosing an attorney. 


GENERAL INTEREST SITES 


TOOLS OF THE TRADE 
www.interntoolkit.com 

Students interested in internships and em- 
ployers thinking about offering them can find 
the resources they need here. Z University, a 
workforce readiness advocacy group, spon- 
sors this site with resources such as career tips 
on informational interviews, getting and keep- 
ing mentors and networking with profes- 
sionals. Employers can find out whether cre- 
ating an internship program is right for them 
and purchase the Intern Toolkit with modules 


on program planning, recruitment, screening 
and hiring. 


THE HEALTH BENEFITS ADVISER 
www.dol.gov/elaws/ebsahealth.htm 
This Web site of the U.S. Department of 
Labor's Employee Benefits Security Adminis- 
tration has all the information employees and 
employers need to know about federal laws 
related to workforce health benefits. There are 
discussions on COBRA continuation health 
coverage, a glossary of benefits terms and 
guidance for employees on Medicare eligibil- 
ity. Publications offers 10 ways to make your 
health benefits work for you with a detailed 
review of your coverage. 


GET THE WORD OUT 
www.givetogetmarketing.com 
Business marketer Joe Gracia’s home on the 
Web offers entrepreneurs and small business- 
es hundreds of marketing tips. Read advertis- 
ing case studies, get low-cost promotional ideas 
and tips for writing attention-grabbing head- 
lines. Find five ways to attract Web visitors, read 
marketing myths and get tips from David Let- 
terman and Jay Leno on how to grow your sales. 


CYBERSAFETY FIRST 
www.staysafeonline.org 

Is your PC secure from threats? This site’s self- 
assessment quiz will show just how safe your 
computer is. Get eight cybersecurity best prac- 
tices, links for protecting your children when 
they’re online and tutorials on cybersecurity and 
data recovery for small businesses. Research 
business cases on computer security in ac- 
counting firms and manufacturing companies 
and access self-assessment guides and checklists. 


GO TO THE GURU 
www.actionplan.com 

Marketing strategist Robert Middleton shares 
tactics for getting your business noticed at his 
Web site. Register for the 24-page marketing 
plan workbook and information on how to at- 
tract new clients, develop a core marketing 
message and write an executive summary for 
your business. 


—Vince Nolan 
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New Rules for 
Donations 


Besides overhauling defined benefit and other retirement 
plans, the Pension Protection Act of 2006 included several 
elements that affect charitable giving and exempt organizations. 
CPAs who provide tax and financial planning services to 
individual clients or work with nonprofit organizations should be 
familiar with the following new provisions. 


(For more information also see From the Tax Adviser, JotA, Nov.06, page 80.) 


_ C1 IRA charitable gift rollover for 2006 

and 2007. Individuals aged 70'4 and 

_ older may transfer up to $100,000 annu- 

ally in 2006 and 2007 directly from an 
TRA to charity, and the charitable gift 

counts toward minimum distribution 

- requirements. Because the distribution 


S generates neither taxable income nor a 


tax deduction, even nonitemizers can 
_ benefit. State treatments vary. 


~ O Cash donations now require specific 

documentation. All charitable donations 

of cash must be substantiated with a 

__ bank record or written communication 

~ from the recipient, regardless of the 

~ amount of the donation. Previously, con- 

tributions of less than $250 did not 

_ require a receipt or other documenta- 

tion. This requirement is effective for tax 
_ years beginning after August 17, 2006. 


L] Gifts of tangible personal property 
subject to additional requirements. The 
fair market value of gifts of appreciated 
tangible personal property may be 
claimed only if the recipient uses the 
property for its exempt purpose for three 
years following the date the gift is 
received. Otherwise, the donor can 
deduct only the adjusted basis in the 
property. Tangible personal property 
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includes clothing and household items, 
usually of declining value, as well as art 
works and antiques that may appreciate in 
value. For gifts of clothing or household 
items, the deduction is limited to items in 
good used condition or better. Donors can 
avoid the good-condition requirement 
and IRS restrictions on a single item with 
a claimed deduction of more than $500 
by including a qualified appraisal with the 
tax return. Changes are effective for con- 
tributions made after August 17, 2006. 


L] Stricter requirements for appraisals 
and appraisers. The definitions of “qual- 
ified appraisal” and “qualified appraiser” 
have been codified and revised for pur- 
poses of the charitable deduction for 
donated property. The revisions generally 
affect donors of property with a fair mar- 
ket value in excess of $5,000, excluding 
publicly traded stock, and some donors of 
clothing and household items. Changes 


apply to appraisals prepared for returns or — 


submissions filed after August 17, 2006. 


L] More restrictions and reporting 
requirements on donor-advised funds 
(DAFs). A DAF consists of contributions 
from a donor or donors who continue to 
make recommendations for distributions 


or investments. Distributions from DAFs 





generally must be made to exempt 
organizations. Distributions can be made 
to other organizations only if an exempt 
organization has expenditure responsibil- 
ity for the transfer. Payments to individu- 
als and particularly donors will be sub- 
ject to penalties even if they are “reason- 
able.” Additional restrictions have been 
made on investments of DAFs. Most 
requirements apply to tax years begin- 
ning on or after September 1, 2006. 
Organizations that sponsor DAFs, how- 
ever, must report on their next form 990 
(years ending on or after August 31, 
2006) the number of DAFs including _ 
aggregate information on assets, contri- 
butions and distributions. 


_] New or increased penalties enacted. 
The new law makes wrongdoing more 
expensive, even in areas where there was 
no change to basic requirements, such as 
excess benefits, flawed appraisals, under- — 
statement of tax based on appraisals, 
DAF distributions or payments, transac- 
tions by a principal donor with a sup- 
porting organization and misuse of 
donated property. 


Source: Gregory B. Capin, CPA, is cochair of the AICPA 
Not-for-Profit Organizations Expert Panel/Guide Task Force 
and a partner of Capin Crouse LLP, a national firm providing 
accounting and advisory services to nonprofit organizations. 











Introducing Microsoft Office Accounting 2007: 


Bringing full-featured accounting software to millions of small businesses. 


You had a few ideas of what would help you do your job even better, 
so we listened and developed these features especially for you. 


° : —manage multiple clients’ files from a single dashboard. 
° —benefit from full-featured access. 
Work simultaneously with clients, then synchronize entries and adjustments. 

° —share books online instantly with your clients with Office Live. 

° —stay in control with wholesale payroll services. 

° —manage assets, depreciation calculations, and postings. 

° —enter multiple accounts, customers, and vendors in one JE. 
Microsoft Office Accounting Express 2007 Microsoft Office Accounting Professional 2007 
Start your small business clients off on the right accounting foot. For more established small businesses, Office Accounting 
Accounting Express is fully featured to meet the accounting needs Professional 2007 is the right solution. It does everything Office 
of small and new businesses, enabling them to sell online with Accounting Express 2007 does, and more, including FIFO inventory, 


ayments with PayPal, POs, SOs, fixed assets, multicurrency transactions, and more. 
_ Free for Microsoft Professional Accountants’ Network members. 





* Third-party services are available for additional fees. 
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orldwide: 


Looters Have 


a Foothold 


Accounting fraud is the corporate criminals’ 


weapon of choice. 


PAs are very aware of the rise in global securities fraud 

and are working hard to combat it. Terrorists and insur- 

gents frequently use fraud to finance their operations and 

launder their funds. When fraud becomes endemic in a 
nation, it can produce radical political changes that bring to power 
leaders who are hostile to market economies and democracy and 
who often are strongly anti-American. 


Executives who strip corporations of 
money for their own use (called “loot- 
ing control frauds” in criminological cir- 
cles) use accounting fraud as a weapon 
of choice to inflate income and net 
worth. They also use normal corporate 
mechanisms to convert corporate assets 
to their own personal benefit before the 
company collapses. Because of the vig- 
ilance of the American accounting pro- 
fession and tough new regulations such 
as the Sarbanes-Oxley Act, the problem 
in the United States may pale in com- 
parison to other corners of the world. 
Looters are succeeding in various 
parts of the globe because of several fac- 
tors. The expansion of privatization of 
state-owned enterprises (SOEs) over the 
last two decades has led to a dramatic 
global upsurge in commercial enter- 


prises, which increases the potential for 
private-sector looting. The mishandling 
of privatization creates the incentives for 
looting. For example, many of the SOEs 
in the former Soviet Union were non- 
competitive and likely to produce long- 
run losses. The plants were obsolete, en- 
vironmental disasters. In China, SOEs 
received subsidies through bank “loans” 
from other SOEs. Of course, the state 
banks were insolvent, but they too were 
implicitly subsidized by the state. By vir- 
tually guaranteeing the noncompetitive 
SOEs would not be permitted to fail, the 
Communist Party created an incentive 
for the managers to loot “their” SOEs. 
Regrettably, these waves of privatiza- 
tion were undertaken without providing 
regulations strong enough to make an 
advanced private-sector economy effec- 
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BARRY MELANCON: The CPA 
profession is committed to doing its 
part to control fraud. It takes a 
multiparty effort-and working with Joe 
Wells and the ACFE to seek 
information and solutions that will 
lead to success. 


In its first five years, the IFP hopes to 
attract funding for at least 15 research 
projects on fraud, the results of which will 
be widely distributed. The nature and ex- 
tent of those studies will be determined by 
the IFP board. Moreover, individual or- 
ganizations can commission proprietary 
and private research on any fraud-related 
topic. For example, a public accounting 
firm may wish to fund a study on the ef- 
fectiveness of its audit techniques to better 
detect fraud. Those results will be provid- 
ed only to that firm. 

Even though it is not yet fully funded, 
the IFP already has awarded three grants: 

# A study of control overrides by man- 
agement in financial statement fraud 
cases. According to a 1999 COSO research 
project, at least 83% of 200 financial state- 
ment frauds were engineered by the CEO, 
CFO or both. These control frauds are 
most often accomplished by upper man- 
agement by overriding existing internal 
controls. The IFP study hopes to provide 
answers that will reduce this problem. 

= Research to prevent and detect pro- 
curement fraud. The ACFE's “2006 Report 
to the Nation on Occupational Fraud and 
Abuse” shows that fraud in the purchasing 
function is one of the most costly offenses, 
with a median loss of $1 million per inci- 


nnn. —— ——— 


dent. A current example of this comes 
from the GAO and the Pentagon's IGs, 
who have concluded that procurement 
fraud in Iraq has rendered the effort to re- 
build its infrastructure ineffective and con- 
tributed to widespread hostility toward the 
United States among Iraqi citizens. The 
IFP study aims to provide better predictors 
that will uncover these frauds earlier. 

= A study of the methods used to 
achieve identity fraud, which has become 
a bane to citizens worldwide. According 
to the Federal Trade Commission, U.S. 
complaints regarding identity theft have 
grown by nearly 20% in the past three 
years alone. Although this difficult prob- 
lem will not be overcome easily, IFP re- 
search is targeted to determine which 
groups are most likely to commit these of- 
fenses. Those research results will be re- 
leased to the profession, government 
agencies and the public late this year. 

Coordinating the research is a consor- 
tium of U.S. and international universities 
with a strong reputation for white-collar 
crime research. Those invited so far in- 
clude Brigham Young University in Utah, 
the University of Texas at Austin, North 
Carolina State University, the University of 
Missouri at Kansas City, the University of 
Tennessee, Santa Clara University in Cali- 
fornia, the University of California at 
Irvine, Northeastern University, the Uni- 
versity of Maryland at College Park and 
the Australian National University in 
Chicago, the University of Basel (Switzer- 
land), Cardiff University (U.K.), the Uni- 
versity of National and World Economy 
(Bulgaria), Jawaharlal Nehru University 
(india) and Fudan University (Shanghai). 

The AICPA has been instrumental in 
developing the new body by providing fi- 
nancial, intellectual and administrative 
support. With the AICPASs participation, 
the IFP has been able to build a strong 
foundation and attract respected members. 
“The CPA profession is committed to doing 
its part to control fraud. It takes a multipar- 
ty effort—and working with Joe Wells and 
the ACFE to seek information and solu- 
tions that will lead to success,” said AICPA 
President and CEO Barry Melancon. 

The first members on the board of di- 
rectors are representatives of the AICPA, 
the ACFE, Grant Thornton and the Japan- 
ese consulting firm D-Quest. Board mem- 


bers must commit to a modest amount of 
tax-deductible funding ($120,000 over a 
minimum of three years). The board's di- 
versity is important, because the IFP can- 
not be dominated by any group, profes- 
sion or industry. 

The IFP’s intellectual partners—the 
FBI, the GAO, the Better Business Bureau, 
the National White Collar Crime Center 
and the U.S. Postal Inspection Service— 
will work with the financial supporters to 
ensure the IFP selects and funds world- 
class scholars to undertake antifraud re- 
search of the highest quality. 

Still in its infancy, the IFP has made as- 
tonishing strides for its short existence— 
for example, the World Bank's anti-cor- 
ruption office has already chosen the IFP 
to be its expert consultant—but there also 
is much work yet to do. “We accountants 
typically look at fraud as an accounting 
problem, but there is much more in- 
volved; it is a plague on society. The IFP is 
committed to taking a more holistic ap- 
proach in its research to determine better 
predictors of fraud risk,” said Wells. The 
IFP will benefit every practicing CPA by 
yielding a broader understanding and in- 
depth knowledge of the causes of fraud. It 
welcomes the participation of all parties 
interested in funding fraud-related 
research. Details are available from 
William K. Black, IFP’s executive director, 
at blackw@umkc.edu. 





JOE WELLS: We accountants typically 
look at fraud as an accounting 
problem, but there is much more 
involved; it is a plague on society. 
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tive. The economists who designed the 
systems had no experience in fraud pre- 
vention and seem to have assumed that the 
necessary control mechanisms would de- 
velop spontaneously. Instead, without a 
rule of law, honest courts, real banks or ef- 
fective secured transactions, the result too 
often was endemic fraud. 

In Latin America, privatization should 
have been more successful because those 
nations often had moderately effective in- 
stitutions. Corruption was rife in the 
process, which frequently meant govern- 
ment officials sold valuable SOEs to 
cronies at a fraction of their true market 
value. Unfortunately, political cronies 
rarely are selected for business acumen, 
and many of the privatization efforts failed. 

As the world has seen, fraud and cor- 
ruption can endanger our very lives: 

m A Chechen suicide bomber used a 
tiny bribe to escape arrest and bypass air- 
port security and thus he was able to bring 
down an airliner. 


m The former governor of Illinois re- 
cently was convicted of corruption. One 
part of that scandal involved bribes that led 
to the fraudulent award of commercial 
trucking licenses to hundreds of unqualified 
drivers—and, ultimately, the bribes led to 
fatal accidents that killed innocent people. 

@ Terrorists willing to pay under-the- 
table money could very well penetrate our 
national security. 

We cannot “win” a decisive battle 
against fraud. We need to be eternally vig- 
ilant against fraud and work cooperative- 
ly with other nations. The Institute for 
Fraud Prevention (IFP) can help build 
those alliances—and CPAs and lawyers are 
vital to the effort. CPAs ensure the reliable 
accounting essential to any well-function- 
ing enterprise; lawyers have taken the lead 
in helping to create a rule of law in emerg- 
ing states. 

The time-tested virtues of independ- 
ence, professional skepticism and compe- 
tence have never been so important. We 


have to take control fraud (that is, fraud per- 
petrated by management) seriously—that 
means recording it when we detect it (the 
Justice Department does not keep statistics 
on control frauds) and conducting research 
to learn how to spot it before it causes cat- 
astrophic damage. The results of the IFP’s 
research will provide the guidance to ex- 
pand the education of auditors, to improve 
the management of audits and to better reg- 
ulate securities. The information gathered 
by the IFP will be a major factor in the glob- 
al effort to detect and prevent fraud. 
—William K. Black, PhD, JD 


Mr. Black, the executive director of the Institute for 
Fraud Prevention, is an associate professor of eco- 
nomics and law at the University of Missouri at 
Kansas City. He began his career as an attorney, be- 
came a regulator during the savings-and-loan de- 
bacle in the 1980s and, after obtaining a doctorate 
in criminology, joined the academic community at the 
LBJ School of Public Affairs at the University of Texas 
at Austin. Mr. Black is a highly regarded expert in 
the area of management fraud and corruption. 





U.S. GIANT RESPONDS QUICKLY TO BID-RIGGING CHARGES 
ichael G. Cherkasky, president and CEO of Marsh & McLennan Cos. Inc. 
(MMC), has had a distinguished career as a manager, prosecutor, investiga- 
tor and trial attorney and spent 16 years in the criminal justice system, in- 


cluding serving as chief of the Investigations Division for the New York County Dis- 
trict Attorney’s Office. In October 2004, New York Attorney General Eliot Spitzer filed 
a civil action against Marsh & McLennan, charging it with bid rigging and accepting 
kickbacks from selected insurers for steering business to them. The company’s board 
of directors acted quickly and within two weeks named Cherkasky as the new CEO. 
Cherkasky vowed to resolve the legal and regulatory issues and to revamp MMS's busi- 
ness practices. Although there is the potential for litigation by other states, MMC set- 
tled with Spitzer in January 2005 for $850 million to be paid over four years. 
JofA: What went wrong at MMC to bring forth allegations of bid rigging and kick- 
backs? Is this a common industry practice, or was it unique to MMC? 
Michael G. Cherkasky: | would certainly not call it a common industry practice; the 
vast majority of business people are honest and ethical. In our case, a small group of 
individuals put their own interests above those of the company. We had paid these in- 
dividuals for profit, not for service, which was a mistake. Organizations must main- 
tain a delicate balance between encouraging performance and discouraging illegal or 
unethical conduct to achieve results. 

Being a former prosecutor, I've seen companies handle these crises two ways. They 
can deny the allegations and fight, usually unsuccessfully, in the courtroom, or they 
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can take ownership of their conduct and fix the problem. I can’t 
emphasize it enough; the latter is the only correct choice. 
JofA: Did your strong law enforcement background play a role 
in your being selected as the new head of MMC? 

Cherkasky: There is no question that that had much to do with 
my being named CEO. This company was on the brink of being 
in real trouble. We initially lost $10 billion in market capitaliza- 
tion. It took us a full year to recover, but now we have turned 
the corner. That is a lesson that companies should learn from us. 
The conduct at MMC was not material to the financial statements 
as a whole, but when it comes to high-profile cases, there is no 
such thing as “immaterial” fraud. The financial impact to our com- 
pany was many times that of the alleged illegalities. That is why 
it is vitally important that organizations have processes and pro- 
cedures to prevent wrongdoing in the first place. Our business, 
like most others, is based on trust. The board recognized this crit- 
ical concept and decided that MMC was going to be as clean as 
possible. That is the real lesson other organizations can take away 
from our situation. Great companies have had, and will contin- 
ue to have, the same kinds of issues. It is how the company re- 
acts that will make the difference. 

JofA: How will MMC prevent such conduct in the future? 
Cherkasky: Obviously, the first thing is to set the proper tone at 


the top. Now, everyone in the company knows that we not only 
expect but demand ethical behavior. We have greatly improved our 
audit process to ensure that our financial transactions have adequate 
documentation. We now have a compliance infrastructure that is 
world-class. We make better use of our internal audit function to 
test compliance, and we constantly seek ways to improve it. 
JofA: Since MMC is a global entity, what fraud issues concern 
you the most? 

Cherkasky: When a company like ours does business globally 
with countries that are not as regulated as those in the United 
States, it is important those countries comport with our norms, 
not the other way around. For example, we know that a com- 
mon way of getting business in some nations is to pay for it with 
bribes and kickbacks. Not only is that conduct illegal for Amer- 
ican companies but it is not the right way to do business. MMC 
has made the decision not to engage in ventures in certain coun- 
tries. In others we have greatly improved our audit and man- 
agement practices to ensure we comply with the law. Private-sec- 
tor companies must realize they cannot count on government to 
reduce fraud; this is a task that companies must undertake them- 
selves. It is up to the public sector to set standards, but the pri- 
vate sector must enforce them. Certified fraud examiners and 
CPAs play a critical role in this task. 





MAKING HEADWAY IN EUROPE 


ax-Peter Ratzel is director of the European Police Or- 

ganization—Europol. Previously, at the German Fed- 

eral Criminal Police Office, he was senior adviser and 
head of units in information and technology, organized crime, 
property crime and international cooperation. As head of the BKA 
Department of Organized and General 
Crime in Wiesbaden, Germany, he coor- 
dinated the prevention of and the fight 
against international illicit drug trafficking, 
child pornography, Internet crime, the 
spread of counterfeit money and traffick- 
ing in human beings. 
JofA: Businesses operate in Europe in much 
the same way as businesses in the United 
States. Does that mean fraud schemes fa- 
miliar in the United States are functioning 
in the European economies? 
Max-Peter Ratzel: The Northern and At- 
lantic parts of Europe show signs that “boil- 
er room” fraud is on the rise again, and of 
course the Nigerian or 419 fraud is still all 
over Europe. Most Americans are familiar 
with 419 frauds, although perhaps not by 
that name. Ina typical scenario, the victim 
receives a letter or e-mail from a person 
falsely claiming to be the recipient of mil- 
lions of dollars and willing to share the loot 





MAX-PETER RATZEL: The long-term 
effects of cooking the books is 
devastating to the well-being of 
citizens, affecting pension benefits 
and eroding employment. 


with someone who will deposit it in a U.S. bank. But the fraud- 
ster requests various “fees” from the victim first. Once those 
monies are paid, the fraudster disappears. The 419 frauds are a 
variation of advance fee swindles. 

A particularly complicated type of fraud that is rapidly devel- 
oping in the same region is called “liquidation constructions.” 
These frauds get liquidities out of corporate 
tax shelters without being taxed. We are es- 
pecially concerned because skilled profes- 
sionals, such as accountants and lawyers, are 
offering their services as financial facilitators 
for the target companies to mount these con- 
structions, eagerly using offshore and tax 
havens all over the world. 

JofA: Are financial statement frauds active 
in Europe? 

Ratzel: Those frauds are problems in Eu- 
rope to the extent they are problems all over 
the world. A number of spectacular finan- 
cial statement fraud cases have been exposed 
throughout Europe and vigorously covered 
by the world press. Fraud at Super Club, 
Philips, L@H, Parmalat, Hold, Shell, ELF 
Aquitaine and other companies has troubled 
many institutional and private investors. 

Since we live in a global economy, the 
disastrous consequences of large-scale 
fraud in Europe affect the American stock 
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exchanges and vice versa. Several companies have been driven 
to the edge of bankruptcy and several billion euros in capital- 
ization vaporized when stock prices dropped as a result of “cook- 
ing the books.” The long-term effects on the well-being of citi- 
zens is devastating, affecting pension benefits and eroding 
employment. I am convinced that creating an awareness of the 
socially and economically disruptive nature of this fraud has a 
long way to go. The capital market is based on reliable and cor- 
rect information. Society has to make sure the quality and reli- 
ability of that information is assured—if need be by criminal leg- 
islation as the ultimate remedy. 

JofA: Have European nations passed any major laws similar to 
the Sarbanes-Oxley Act? 

Ratzel: Over the last decade Europe began to develop corporate 
governance codes for the mandatory assessment of the internal 
audit activity, company risk-assessment processes; conflicts of in- 


terests and related-party transactions, controls restraining misap- 
propriation of company assets that could result in the material mis- 
statement of the financial statements; procedures for handling com- 
plaints and for accepting confidential submissions of concerns. 
Representative codes are the U.K. Combined Code of July 2003, 
the German Corporate Governance Code of December 2004, the 
French Lois de Security Financiered of July 2003, the Dutch 
Tabaksblat Code of 2005 and the Belgian Corporate Governance 
Code (Lippens) of 2005. None of that legislation is as stringent as 
Sarbanes-Oxley, particularly concerning corporate and criminal 
fraud accountability and white-collar crime penalty enhancements. 
There is a definite tendency in Europe to be less permissive toward 
corporate fraud together with an awareness of the harm it does both 
to the economy and to individuals. Corporate governance legisla- 
tion in Europe will inevitably evolve from a voluntary approach 
to a more compelling conception like Sarbanes-Oxley. 





CHINA: GET RICH QUICK AT ANY COST 

ommy Seah, CFE, is professor of economics at the China 
“| site of Directors in Shanghai. He is also a member of 

the Singapore Institute of Management, a fellow of the In- 
stitute of International Accountants and a chartered banker. He 
is an expert on fraud in the Chinese economy. 
JofA: China’s new market economy does not seem to square with 
its communist ideology. What are the reasons the Chinese gov- 
ernment has embraced capitalist ideals? 
Tommy Seah: Reality hits home. The extreme view is that the Chi- 
nese have come to terms with the fact that ideology does not feed 
an empty stomach. A more moderate reason would be that the gov- 
ernment cannot keep marching backward when almost everyone 
else is marching forward. They also understand that it is econom- 
ic growth that will give them the recognition they so badly need. 
JofA: Are these economic reforms likely to 
continue, even when the current adminis- 
tration in China changes hands? 
Seah: Absolutely; the masses have seen the 
light. There is no turning back. No amount 
of bureaucracy is going to change that. The 
Chinese people have changed. The new 
generation accepts capitalism as the norm. 
[have yet to meet a young Chinese who will 
introduce himself as a member of the Com- 
munist Party. 
JofA: Do you believe the overall rate of 
fraud in China is higher, lower or the same 
as in America? 
Seah: | believe the rate of fraud in China is 
greater. You have an oppressed people who 
are suddenly given some autonomy over eco- 
nomic decision making. The burgeoning 
economy in China means more opportunities 
to commit fraud. And although the penalty for 





TOMMY SEAH: Although the penalty 
for white-collar crime is more severe 
in China than in America, some 
Chinese see fraud as an opportunity 
to break out of the chain of poverty. 


white-collar crime is more severe in China than in America, the Chi- 
nese see fraud as an opportunity to break out of the chain of pover- 
ty. Lots of Chinese people have now traveled internationally; they 
see the good life capitalism brings, and many are impatient to get 
rich quickly. Some see no shame in committing fraud because they 
believe they are just getting back what was theirs in the first place. 
JofA: What other cultural differences affect the rate of fraud in China? 
Seah: Most Western businesses adhere to corporate governance that 
is built on accounting principles, competition and disclosure, but 
for centuries Chinese business has relied upon “Guanxi,” or con- 
nections. Most transactions are not covered by contracts, but by ver- 
bal commitments sealed with a handshake. Nepotism is not only 
common; it is accepted. China is also struggling with its lack of ex- 
perience with modern-day methods of commerce. The Communist 
Party spent much of the last century destroying traditional Chinese 
values in an attempt to replace them with its 
own brand of puritanical morality. However, 
those values were largely destroyed as a result 
of the influences of the Cultural Revolution, 
and today’s Chinese haven't yet defined their 
own system of ethics. Now the citizens are 
being told that “to get rich is glorious” with- 
out the corresponding acceptable constraints. 
JofA: What are some of the common ways 
Chinese enterprises defraud the American 
companies that invest there? 
Seah: Foreign investments can be made only 
with the approval of the Chinese government. 
U.S. companies either invest directly in the 
Chinese enterprise or become partners. 
Whichever the case, local management and 
labor are used extensively, which gives rise to 
possible fraud in several areas. For instance, 
@ It is quite common for corrupt em- 
ployees and management to bill American 
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investors for goods and services in excess of market prices and 
pocket the difference. 

m Local workers may set up competing businesses using the for- 
eign investor's technology and other resources and divert sales to 
the new business. Or crooked employees can falsify production 
records and sell part of the investor's product “out the back door.” 

m [hey may use the investors’ assets to secure loans for them- 
selves; China has not yet developed a good system to track as- 
sets pledged as collateral, so it is sometimes difficult for U.S. com- 
panies to even know their property has been mortgaged. 

m Dishonest executives of Chinese ventures can cook the books 
just like those of their U.S. counterparts. 
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JofA: How do American companies and investors protect them- 
selves against fraud in China? 

Seah: The same basic ways they protect themselves with their 
other foreign investments. Know whom you are dealing with 
by conducting sufficient due diligence. Make sure the agree- 
ment is structured in a way that gives the investor unfettered 
access to the operation and the accounting records. Hire a rep- 
utable international accounting firm to perform audits under 
international accounting standards. Provide hands-on oversight. 
Finally, keep in mind that most businesses in China operate 
honestly. It is the investor's obligation to see that they remain 
that way. 





PAY-TO-PLAY IS KING 
aul Volcker is the chairman of the board of trustees of the 
Pew» of Thirty, commonly called the G30, in Washington, 
D.C. He was chairman of the Federal Reserve from 1979 to 
1987, undersecretary of the U.S. Treasury for international mon- 
etary affairs and president of the Federal Reserve Bank of New York. 
Having developed a reputation as a brilliant investigator, Volcker 
was assigned by the United Nations to research possible corrup- 
tion in the Iraqi Oil-for-Food Program (OFFP) in 2004. In its con- 
cluding report of September 7, 2005, the Volcker committee called 
the program the “largest, most complex and most ambitious hu- 
manitarian relief effort in the history of the United Nations.” It 
achieved the goals of helping deprive Iraqi deposed dictator Sad- 
dam Hussein of weapons of mass destruction while at the same 
time maintaining minimal standards of nutrition and health for the 
Iraqi people in the face of a potential crisis. Of the approximately 
$110 billion in the OFFP, Volcker and his colleagues estimated that 
Hussein had manipulated about $1.8 billion to his own benefit. 
The report also was critical of the relationship between the son of 
U.N. Secretary-General Kofi Annan and a 
Swiss contractor for the OFFP. The com- 
mittee concluded that most of the problems 
with the program related to its administra- 
tion and the lack of adequate controls. 
JofA: What can our readers learn from the 
OFFP investigation as it pertains to the 
global state of fraud and corruption? 
Paul Volcker: There certainly is a lot. For 
example, we discovered that fully half of the 
program’s 4,500 contractors were paying 
kickbacks to do business with the Hussein 
government. To the credit of American con- 
tractors, most of them refused to partici- 
pate. But that void was quickly filled by for- 
mer Eastern Bloc contractors, principally 
Russians, and also the Chinese. 
JofA: The United States frowns on corrup- 
tion, and criminal prosecutions are com- 
monplace. What is the situation elsewhere? 
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PAUL VOLCKER: The complexity of 
financial information makes fraud 
easy to mask, and executives’ huge 
compensation packages provide 
great incentives to act dishonestly. 


Volcker: Certainly, corruption is more egregious in many coun- 
tries—in Africa, the Middle East and the former Soviet Union, to 
name a few. However, these acts simply don’t have the same stig- 
ma attached as they do here at home. Many international compa- 
nies and even governments view kickbacks as a necessary cost of 
doing business. Moreover, criminal prosecutions, in general, seem 
to be the exception and not the rule. Interestingly, in Australia, where 
corruption is frowned on, the Australian Wheat Board has found 
itself under a major investigation for allegedly paying $200 million 
in bribes to secure contracts with the previous Iraqi government. 

JofA: With fraud and corruption endemic, how can the United 
States help control the problem? 

Volcker: There is no easy solution. Certainly, the U.S. Foreign 
Corrupt Practices Act, which prohibits the payment of kickbacks 
by U.S. companies to foreign officials, is a strong deterrent for 
American business. United Nations regulations prohibit cor- 
ruption, as does the World Bank. Although they don’t completely 
stop the problem, they do provide enforcement mechanisms. But 
because of the rapidly expanding pace of international trade, | 
expect the total volume of corruption in 
general will get worse before it gets better. 
JofA: In the United States, Enron and 
WorldCom have put accounting fraud cen- 
ter stage. But even without those two cases, 
the Securities and Exchange Commission 
has reported record restatements of com- 
pany earnings. To what do you attribute this 
seeming wave of fraud? 

Volcker: First, the complexity of financial 
information makes it easier to mask fraud. 
Second, the huge compensation packages 
afforded executives—particularly stock op- 
tions—provide great incentives to act dis- 
honestly. Third, the public has not demanded 
honesty and accountability from business. Fi- 
nally, I believe that CPAs can, should and will 
do a better job detecting and preventing 
fraud. Reliance on credible financial infor- 
mation is vital to the nation’s economy. > 
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TRADITIONAL FRAUD MEETS FOREIGN VISITORS 
osalind Wright, a barrister, is chairman of the United King- 
Res Fraud Advisory Panel and an independent director 
of the Office of Fair Trading and the Department of Trade 
and Industry. She also chairs the supervisory committee of OLAF 
(the European Anti-Fraud Office), an agency of the European 
Commission. She was the director of the Serious Fraud Office 
and general counsel and an executive director for the Securities 
and Futures Authority, one of the principal U.K. financial serv- 
ices regulators. She is considered one of the U.K.’s most knowl- 
edgeable authorities on fraud. 
JofA: Please explain the background and function of the U.K. 
Fraud Advisory Panel. 
Rosalind Wright: The panel is an in- 
dependent body of volunteers drawn 
from the public and private sectors. Our 
role is to raise awareness of the social and 
economic damage caused by fraud and 
to develop effective remedies. Panel 
members include representatives from 
the law and accounting professions, in- 
dustry associations, financial institutions, government agencies, 
law enforcement, regulatory authorities and academia. 
Established in 1998 through a public-spirited initiative by the 
Institute of Chartered Accountants in England and Wales, the 
panel works to encourage a truly multidisciplinary perspective 
on fraud. No other organization has such a range and depth of 
knowledge, both of the problem and of the means to combat it. 
Today it is a registered charity and company limited by guaran- 
tee and funded by subscription, donation 
and sponsorship. 
JofA: Are there particular fraud schemes 
that seem to be growing in the United 
Kingdom at present? 
Wright: We see a steep rise in the inci- 
dence of identity thefts of all types, in- 
cluding phishing, pharming and theft of 
corporate identity. We also see a rise in 
traditional fraud schemes, such as theft 
by employees, advance fee frauds, high- 
yield investment schemes and the use of 
fictitious prime bank instruments to de- 
ceive investors. Much of the fraud prac- 
ticed on U.K. investors comes from over- 
seas, particularly from countries that were 
part of the former Soviet Union (com- 
puter-related crime and attempts to ob- 
tain confidential customer information 
from institutions) and Nigeria and Cana- 
da (advance fee frauds). 
JofA: What programs does the Fraud 
Advisory Panel advocate to curb fraud? 
Wright: We advocate greater emphasis 


Our role is to raise 
awareness of the social and 
economic damage caused 
by fraud and to develop 


effective remedies. 





ROSALIND WRIGHT: In the United 
Kingdom we see a steep rise in the 
incidence of identity thefts of all types, 
including phishing, pharming and theft of 
corporate identity. 


by government on the risk of financial crime. At the moment, 
fraud is not a policing priority and, therefore, is not adequate- 
ly funded by the U.K. Home Office. There are insufficient num- 
bers of trained and specialist police officers and police financial 
investigators to deal with the amounts of fraud reported to them. 
Consequently, a large amount of major fraud goes uninvestigated. 

We also advise businesses and the professions to report fraud 
to law enforcement. Many of the major frauds committed by em- 
ployees and directors go unreported and therefore add to the 
numbers that are not investigated by the police. 

We urge businesses and their advisers to raise the profile of 
fraud risk and to manage it effectively. We would like more em- 
phasis on good business ethics within 
companies and more responsibility taken 
at the highest corporate level for manag- 
ing fraud risk. We also alert the public to 
the more obvious attempts at fraud that 
crooks make daily. 

JofA: In general, how effective do you 
think the U.K. accounting profession has 
been in deterring and detecting materi- 
al frauds in organizations? 

Wright: There is no doubt that an external audit is a deterrent 
to fraud, although it cannot be relied on to prevent or detect all 
frauds—or even all frauds that are material to the financial state- 
ments. Frauds can be well-disguised, involving collusion among 
a number of parties, and therefore very difficult to uncover. Audit 
is by its nature an unproductive cost; managers tend not to sus- 
pect fraud in their own organizations and pressure auditors to 
reduce costs, minimizing audit proce- 
dures to only those the auditors need to 
justify their opinions. 

Auditors’ contributions to the fight 
against fraud also have been reduced in 
recent years by the steady increase in the 
audit exemption limit, meaning that 
small companies no longer are required 
to have a regular audit, nor even have a 
regular relationship with a professional 
accountant. 

Against this, professional accountants 
tend to advise clients routinely on the in- 
ternal control procedures they should 
have in place to minimize business risks, 
including fraud. In addition accountants 
are bound by their professional ethics to 
ensure that their names are not associat- 
ed with any documents they believe to be 
misleading. Accountants would normal- 
ly undertake at least some level of review 
of, say, the tax returns with which they 
are associated, to ensure they are clearly 
not fraudulent. ~ 


SSS ———< a ee 


38 Journal of Accountancy January 2007 


DVD-/ 2) When your corporate tax deadlines are met, 
> how many other dates will you be able to keep? 
1a. Streamlining tax compliance and limiting your audit exposure are just two of the many 
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1b. Our range of tax software and consulting services helps you make time for additional tax 
planning that can add value to your company — and helps you fulfill all of your obligations... . . 
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Throughthe-roof home 
prices threaten even 
moderate-income 
taxpayers with taxable 
gains—unless they 


plan ahead. 


by Pamela S. Weathers and 


Jason E. Havens 


nce upon a time, a 
half-million-dollar 

home was a place 

of luxury. Or so it 

seemed in 1997, 

when Congress eliminated capital- 
gains rollovers on home sales and re- 
placed them with a tax exclusion 
2, of $250,000 for individuals 
and $500,000 for married 
couples filing jointly. Nowadays, 
those amounts might get your 
clients a snug bungalow needing a 
lot of TLC in a place like Anaheim, 
Calif., where the median price of 
a home hit $726,200 last spring. 


In this article, CPAs will learn how to ad- 
vise clients who plan to buy another home 
to combine the IRC section 121 exclusion 
with a strategy to defer taxes on any re- 
maining gain. 

The key is for sellers to qualify their 
principal residence for tax-deferred treat- 
ment as a property to be exchanged for one 
of a like kind under IRC section 1031. To 
do so, the sellers also must use the resi- 
dence in business or as an investment. The 
strategy is most feasible for owners who 
live in second homes as their principal res- 
idence in a way that meets the require- 
ments for the section 121 exclusion but 
use the homes at other times as business 
or investment property. 
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DUAL-USE SYNERGY 

To take advantage of the section 121 ex- 
clusion, taxpayers must have owned the 
- property and used it as their principal res- 
idence for at least two of the previous five 
years. The two years don’t have to be con- 
tinuous, but the exclusion generally can’t 
be used a second time within two years. 
Under IRC section 1031, property held for 
productive use in a trade or business or for 
investment can be exchanged for replace- 
ment property of like kind that also will 
be held for trade or business or as an in- 
vestment. To defer 100% of the gain, the 
replacement property’s price must be at 
least as high as that of the property being 
sold. (For more on section 1031 ex- 
changes, see “Home Sweet Home,” JofA, 
Apr.06, page 77; “The Best of Both 
Worlds,” JofA, Aug.05, page 43; “Reverse 


Exchanges Come of Age,” JofA, Aug.01, 


page 57; and “Beyond Section 
1031,” JofA, Jul.00, page 61.) 
Such dual-use property 
also provides synergy in other 
ways: Gains from unrecap- 
tured section 1250 deprecia- 
tion after May 6, 1997, ordi- 
narily taxed at 25%, can be 
deferred under section 1031. 
Also, the section 121 exclu- 
sion amount is included in the 
basis of the replacement 
property, reducing taxable 
gain when the replacement 
property is in turn sold. 


_ Basis 


STILL A RECKONING 


121. If the taxpayer dies, his or her estate 
doesn’t have to pay the deferred tax, and 
the property’s basis is increased to its mar- 
ket value at the time of the taxpayer's 
death. Further guidance on dual use can 
be found in revenue procedure 2005-14 
(Internal Revenue Bulletin 2005-7). 

Example 1. The Browns, who are re- 
tired, have owned a beach cottage in Flori- 
da that they have rented out to vacationers 
since June 1997. They sold their principal 
residence in Michigan three years ago and 
moved to a rented home nearby. 

In January 2003, the Browns began 
using the Florida beach cottage as their 
primary residence for seven months of 
each year but continued to rent it during 
the other five months. In 2006, they de- 
cided to buy another vacation home in the 
mountains of North Carolina. After living 
in the Florida beach cottage for three 


: Florida beach cottage 


_ Accumulated depreciation 
Sales price 

» Closing costs 

__ Gain from sale 

' Sales price 
_ Adjusted basis 

__ Closing costs 

_ Realized gain 

Excluded gain section 121 
| Deferred gain section 1031 





TO COME 

CPAs should advise home- 
owners that they’re not elim- 
inating tax liability under 
section 1031 but rather de- 
ferring it until they sell or oth- 
erwise dispose of the proper- 
ty received in the exchange. 
Also note that homeowners 
may not employ the dual-use 
strategy again unless they live 
in the new property as their 
principal residence for at 
least five years, rather than the 
usual two years under section 


| Recognized gain 
Tax savings 


Excluded gain ($500,000 x 15%) 
Sec. 1250 recapture ($42,000 xX 25%) 


7 _ Deferred gain ($62,000 x 15%) 
__ Total tax savings 





North Carolina vacation home _ 


Purchase price 


_ Closing costs 
_ Basis ~ 


Adjusted basis of beach cottage 
Closing costs 

Excluded gain section 121 
Basis 


$ 53,000 





$158,000 





Metropolitan area 


Median price 


months that year, they accumulated the 
required 24 months of principal residen- 
cy there. 

The Browns have a tax basis in the 
Florida beach cottage of $200,000 before 
depreciation and have taken deprecia- 
tion deductions of $42,000. At sale, they 
expect to receive $800,000 and pay 
$38,000 in closing costs (see “The Basics 
on Basis,” page 42). They plan to ex- 
change the cottage for the home in North 
Carolina, where they'll continue living 
part-time and renting to vacationers the 
rest of the year. They'll pay the same 
amount for the North Carolina home as 
they receive for the Florida one, though 
they'll also pay $15,000 in closing costs. > 


Practical Tips | 
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There is no mortgage on the beach cottage, and they won't have one on 
the North Carolina home. Their first $500,000 of gain from the sale will 
be tax-free under the section 121 exclusion, and tax on the remaining 
$104,000 in gain will be deferred under section 1031. They save or defer 
$94,800 in taxes. 

Example 2. Rental property isn’t the only business purpose that can 
qualify for section 1031 treatment. Mary Banks, an interior designer who 
works from her home, added space onto the house to create an office 
and showroom for her design business. Mary receives clients in her home 
office regularly. She wants to exchange her home for one principal resi- 
dence and one separate property she will use as an office and showroom. 
Since she uses a portion of her home as her principal residence and an- 
other portion as her business office and showroom, the exchange will 
qualify for both the principal residence exclusion and a like-kind ex- 
change, assuming all the requirements of sections 121 and 1031 are met. 

Combining the section 121 exclusion of gain on the sale of a princi- 
pal residence and deferral of gain under section 1031 is a tax-saving strat- 
egy CPAs can recommend to their clients. With proper planning and im- 
plementation, your clients can receive immediate and long-term benefits 


through tax savings and accelerated cash flow. ~ 
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CPE 
2006 Individual Tax Returns Videocourse (DVD/text/manual, # 113610JA; 
VHS/text/manual, # 11361 1JA). 


Web site 
www.cpa2biz.com/taxseason 


OTHER RESOURCES 

m Federation of Exchange Accommodators, www.1031.org. 

BIRS, Frequently Asked Tax Questions and Answers, keyword primary 
residence, Www.irs.gov. 

m@ Investment Property Exchange Services Inc., www.ipx1031.com. 

g National Association of Tax Professionals, www.natptax.com. 

g Real Estate Exchange Services Inc., www.rees1031.com. 

@ Tax-Free Exchanges Under 1031 by Jeremiah M. Long and Mary B. Foster, 
West, 2004. 





price of the home plus the cost of any improve- 
_ments made to it that have a useful life of more 
than one year, such as adding ona room, patio, 
deck or garage or finishing a basement or attic. 
Replacing major systems : such as heating ¢ or cool- 5 
_ ing, a roof, plumbing or wiring can qualify, as can 
outdoor improvements such as new pers 
paving, sprinkler systems or fences. Additions to 
| basis also may include special assessments from | : 
_ homeowners’ and condominium associations for 
_improvements such as a street or sidewalks, swim- a 


Y be added to the basis, including attorney's tees, 
| abstract fees, owner's title insurance, recording. fees : 
and transfer taxes, but not fire or FHA insurance oe 
| premiums, nor charges connected with obtaining a a : 
: mortgage, such as for credit and appraisal reports. 


one for a residence used i ina business or for invest 
- ment purposes is depreciation allowed or allow. 
| able. Sellers who must pay tax on gai 1 representing : 
_ post-May 6, 1997, depreciation of business or in- 
_ vestinent property report that gain on form 4797. 

The gain is taxed at 25% as unrecaptured section — 

P1250 gain: However, pe tax can De deferred. under : 
Section st 








The Basics on Basi | 


0 claim the section 121. exclusion, tax- 
payers must first determine realized § gal 
a which is the homes sale price less their 
adjusted basis i mit. 
_ From the sale price they can Adc soln 














| expenses such as commissions, advertising, deed : 
_ preparation and other legal expenses, as well as _ 
loan charges such as placement fees or points. 





To determine basis, total the original purchase 

















ee pools, tennis courts or security gates. _ 
Some expenses paid to buy the home also can 











Basis reductions. also can apply.. An important 





EXECUTIVE SUMMARY 


_ [i Many home sellers have seen 

_ tapid appreciation of their home’s 
value in recent years, leaving 
them vulnerable to capital gains 
beyond the principal-residence 
exclusion under IRC section 
1210f $250,000 for an individual 
or $500,000 for joint filers. If sell- 
ers buy another home, however, 
they may be able to defer tax on 
excess gain. 
@ Under section 1031, property 
used in a trade or business or for 
investment can be exchanged for 


a SS 


property of like kind that also will 
be held for trade, business or 

as an investment. Real estate. 
parcels generally are of like kind, 
regardless of whether they are 
improved. 

§ Deferral of gains under sec- 
tion 1031 extends until owners 
sell or otherwise dispose of the 
property and can be repeated in 
a subsequent sale. The section 
121 exclusion also can be re- 
peated, but generally can’t be 
claimed a second time within two 
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years. Taxpayers who employ the 
dual-use strategy aren't allowed 
to repeat it for at least five years 
after living in the new property as 
their principal residence, rather 
than the two years required for 
section 121 alone. 

lf To determine gain in a section 
121 sale, add to the original pur- 
chase price the cost of improve- 
ments and eligible closing costs 
to determine basis. Depreciation 
claimed or claimable for dual-use 
property reduces basis as a sec- 


tion 1250 recapture. The exclud- — 
ed gain under section 121 can 
be included in the basis of the re- 


_ placement property. | 
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A Glimpse of the 
Future 


Savings and asset accumulation among 
Americans 25-34. 


With their years of schooling behind them, most Americans between 
the ages of 25 and 34 spend their time thinking of their new ca- 
reers, their first homes, their children on the way. But while this group 
of young people is among the richest in history, its overall net worth 
and savings levels are growing much more slowly than its income, 
according to a new survey commissioned by the AICPA, “Savings 
and Asset Accumulation Among Americans 25-34.” 

Our youngest clients must grow and nurture not just their young 
families, but their financial resources as well. The AICPA and its mem- 
bers are committed to helping them understand the issues and build 
a stronger future—for themselves and for the nation. To that end, we 
share with you here the Executive Summary and some of the data from 
the report. For the full text, go to www.aicpa.org/mediacenter. 


orkers aged 25 to 34 are caught between a baby 

boomer rock and a fiscal hard place. Boomers 

will start retiring within the next few years and 

the increased benefits they will enjoy will put 

an enormous burden on the generations behind them. Unless this 

younger “career builder” generation saves and accumulates as- 

sets more than they apparently are doing, they will face a far less 
certain financial future than their parents and grandparents. 

Estimates place the current unfunded liability Gncluding both 

current debt and the net value of future social insurance obliga- 

tions) of the United States at approximately $220,000 for each 

person living today. With such a mounting financial burden, 

Americans should be saving more than ever. But they aré not. 

Private savings rates have dipped into negative territory over the 

past two years and federal debt servicing levels have reached all- 


(ee) 


time highs. Without some substantial change in consumer be- 
havior, federal fiscal policy or structure of social insurance ben- 
efits, the system likely will face enormous pressure just as today’s 
young workers reach the peak of their careers. 

This study looks at the savings behavior of America’s youngest 
workers and discusses changes in their net worth using data col- 
lected from the U.S. Census Bureau. This study found that over 
the past 20 years young Americans have reduced the importance 
with which they treat saving and the net accumulation of wealth. 
The proportion of this population that possesses a savings ac- 
count or other financial assets has declined significantly, as has 
median net worth. 

Between 1985 and 2004, net worth grew almost 20% for those 
in the top quintile of the wealth distribution and fell for the other 
80%. This decline was most pronounced for those in the bot- 
tom 20% of the distribution. 

The workforce of tomorrow is not financially prepared for the 
world they will live in. Many are clearly relying on the solvency 
of federal programs. Many feel they can wait until later to worry 
about the rest of their lives. This generation needs to be en- 
couraged to be more financially responsible about their future. 
Saving is not just about retirement. It is about taking control of 
life and having the flexibility to deal with the many challenges 
and opportunities ahead. “ 



















Exhibit 2 
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AIGPA clite values 


Your AICPA membership comes with 
Elite Values and exclusive savings. 


This special program — for AICPA members only — offers savings on 
products and services you use every day, personally and professionally. 








insurance Programs 





Retirement Programs 


BizFilings” 


“== BlackBerry. 


CHASE & 


AICPA Personal - 
Platinum VISA® 
Credit Card 


CHASE & 


AICPA Business 
VISA® Credit Card 


CHASE &- 
Paymentech 


D@LL 


See 21/23 ee 
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ELITE VALUES PARTNER 





- Special rates available for Life, Disability 
~and Long Term Care: 

: 1-800-223-7473 

- Professional and Employment Liability: 
1-800-221-3023 


-401(W Plans: 1-888-401-5272 
_IRA Plans: 1-800-382-4272 


1-800-981-7183 

- Members and their clients can save - 
- 10% off business formation-related 

: filing services 


_ 1-847-991-7190, option 1 
- Best deals available on Blackberry 

- devices, software, accessories 

- and support services 


1-866-272-8472 

- Earn 1 reward point for every dollar 
- spent, a special one-time $25 
account credit, no annual fee and 

- outstanding rates 


1-866-272-8472 

- Earn up to 3% cash back on qualified 

_ business expenses, a special one-time 
- $25 account credit, no annual fee and 
- outstanding rates 


1-800-824-4313 
_ Low rates on credit card processing 
services and no application fee 


1-800-945-8364 
- Save up to 6% on Dell™ notebooks, 
desktops and more 


1-800-636-2377 
- 10% off Standard DHL rates 
; (up to 25% below competitors’ rates) 


Genesys Conferencing 


lenovo. 


A 


olutions 


#33] Robert Half* 
[RH] Management Resources 


Project Financial Professionals 


STARWOOD 





XEROX. 


: 1-800-854-4772, 
- option 400 
_ Preferred Custody and Clearing Services 


1-800-399-3942 
_ Discounted audio and Web conferencing 


1-800-873-9313 
: Discounted checks and business forms 
: for members and their clients 


1-800-654-2200 
: Free #1 Club Gold membership — 
_ and discounts of up to 20% 


Reference CDP # 12353 


: 1-800-426-7235, ext. 3373 
- Up to 20% off on a wide variety of 

- products including ThinkPad™ notebooks 

_ and ThinkCentre™ desktops 


: 1-888-386-2330 

- Business Continuity Planning — 

- 20% discount on Web-based readiness 
assessment 


+ 888-744-4089 


_ Generous savings on temporary, full-time and 
_ Senior-level financial staffing services 


1-888-625-4988 

- Up to 40% off standard rates, bonus points, 
_foom upgrades and late checkouts at 

- Starwood Hotel properties 


- Corporate Account # 69569 


1-800-950-1216 
_ Up to 40% off select tax and accounting 
_ research information products 


1-800-272-1210 
- Receive a 3-day vacation getaway with 
a funded mortgage 


1-800-275-9376, ext. 272 
_ Up to 20% off copiers, printers, fax machines 
_ and more 


Save this guide for future reference. 


To get the latest information on Elite Values offers, 


please visit www.cpa2biz.com/elite 
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TIPS 
and CIPS 


Inflation-protected securities can help manage risk 
in your clients’ portfolios. 


by Richard F. Boes, Franklin J. Plewa and Mark Bezik 


Demand for TIPS by 
Investment Sector 


Competitive bids 2000-present 


Foreign and 
international 


Investment DY =¥e] (=) es) 
funds ) 57% 
28% 


Pensions and 
insurers 


1% 


Source: www.treasurydirect.gov/instit/marketables/tips/tips.htm. 








hen we invest in 
debt securities, we ac- 
cept different types of 
risk: credit risk (the risk 
of default by the issuer of the debt), 
inflation risk (loss of purchasing 
power), liquidity risk and real or 
“true” interest rate risk (the risk 
that future interest rates will rise or 
fall over the life of the debt being 
held). Federal government debt se- 
curities always have offered a level 
of protection against some of these 
risks, as government debt carries 
extremely low credit risk (because 
of the government's ability to raise 
revenue through taxation) and 
these securities are highly liquid, as 
there is a ready market for dispos- 
ing of them before maturity. 


Since the late 1990s, the federal govern- 
ment has been introducing new forms of 
debt in an attempt to also protect consumers 
against inflation risk. The U.S. Treasury has 
made available two types of bonds: I bonds 
and Treasury inflation-protected securities 
(TIPS). Because they combine the highest 
degree of safety of principal with a hedge 
against inflation, TIPS may be very attrac- 
tive to clients of CPAs. We will provide an 
overview of TIPS, examine their tax im- 
plications, and compare and contrast them 
with corporate inflation-protected secu- 
rities (CIPS). (For more on I bonds, see 
“EE vs. | Bonds: Which Are Better?” JofA, 
Sep.04, page 31.) 


How TIPS WorK 


TIPS are bonds that mature over 5, 10 or 
20 years. They provide the holder with a 
fixed rate of interest applied to an adjusted 
principal balance. The fixed rate of interest 
is determined as of the date the securities 
are auctioned; the principal amount is ad- 
justed for inflation semiannually. This ad- 
justed principal amount is used to calcu- 
late the interest that will be paid to TIPS 
holders. As with I bonds, inflation for TIPS 
currently is measured using the Consumer 
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Price Index for All Urban Consumers (CPI- 
U), which is issued monthly by the Bureau 
of Labor Statistics. This index may either 
increase or decrease the bond principal 
amount. The investor is paid neither the 
principal amount nor the total interest 
earned until the bond’s maturity date. 

Example 1. James Bond purchased a 
10-year TIPS bond with a face amount of 
$1,000 on the issue date of July 15, 2006, 
with no accrued interest. The TIPS were 
issued with an annual interest rate of 4%; 
for the first interest payment period, the 
CPI-U measured inflation at 1%. The prin- 
cipal value of the TIPS first would be ad- 
justed to $1,010 (1,000 X 1.01). This ad- 
justment would result in a semiannual 
interest payment of $20.20 [(4% + 2) x 
$1,010)]. Thus, Bond’s income would be 
the $20.20 interest payment and the $10 
increase in the principal amount. 

These adjustments fully protect the in- 
vestor against inflation on a pretax basis. 
Not considering taxes, the yield deter- 
mined on the auction date becomes the 
real yield for the investor; both the semi- 
annual interest payments and the princi- 
pal balance that will be paid when the 
note/bond matures are adjusted for the 
most recent period of inflation. 


How To OBTAIN TIPS 

Investors can purchase TIPS through the 
Treasury Direct Program, which is avail- 
able at regular intervals during the year. 
Currently, the Treasury auctions new 5- 
year TIPS in April and October, 10-year 
TIPS in January, April, July and October, 


and 20-year TIPS in January and July. The auction date establishes the sales price of 
the securities and the stated interest rate that will apply to the principal balance over 
the life of the TIPS. 

Potential investors in TIPS have two ways to bid for new securities: competitive bid- 
ding or noncompetitive bidding. In competitive bidding the potential investor submits 
a tender form indicating the par amount of securities desired (in multiples of $1,000) 
and the desired yield percent, stated to three decimal places (for example, 4.123%). 
The maximum competitive bid allowed is 35% of the par value of the securities being 
offered. Once the bidding process is closed, the interest rate yield for all successful bid- 
ders is determined based upon the competitive bids received. The Treasury starts with 
the lowest yield that was bid and the amount of principal bid at that yield. It then works 
its way up the yields that were bid until it reaches the total competitive amount avail- 
able for sale. 

Noncompetitive bidding assures that bidders receive at least some securities, be- 
cause the bidder agrees to accept a yield determined at the time of the auction. A non- 
competitive bidder indicates the face value amount of securities that he or she wishes 
to purchase on a tender form, in $1,000 increments. The minimum bid is $1,000 and 
the maximum is $5 million. A noncompetitive bidder cannot also be a competitive bid- 
der in the same TIPS auction. 

Example 2. There are $11 billion par-value 10-year TIPS being offered for sale: 


$11 billion 
1 billion 


Total amount of securities available to all bidders 


Less: Amount allocated to noncompetitive bidders 
(par value of their bids) 


Amount available to competitive bidders $10 billion 





Four competitive bids are received: 


Yield bid 
3.500% 
3.200% 
3.200% 
3.000% 


Face amount desired 
$3 billion 
$4 billion 
$4 billion 
$5 billion 
$16 billion 


Bidder number 


Total competitive bids 





Starting with bidder 4 at the lowest yield (3.000%), the $5 billion face amount would 
be accepted. To reach the $10 billion total available to competitive bidders, another $5 





EXECUTIVE SUMMARY 


_ IETIPS are a relatively new form 


_of bond from the federal govern- 
_ ment that offer protection against 


the risk of inflation. They combine | 


._ a high degree of safety of the 
principal with a hedge against 
inflation. 

@ Potential investors in TIPS 
may bid for them at auction in 
either a competitive or noncom- 


petitive process, Competitive bid- 


ders submit an offer for a speci- 
fied number of shares and a 


ane vil. The edsy/ a deter- 
mines which bids are accepted 
based on the amount of securi- 

ties requested and their desired _ 


yields. Noncompetitive bidders, 


_on the other hand, are guaran- 
teed to receive at least some se- — 


curities, because they agree to 
accept a predetermined yield. 
@ TIPS may be held until matu- 


rity or sold at any time in ee SEC: 


ondary market. 


i TIPS generate taxable i in- 
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ciation is paid out monthly: ther 


fore, CIPS react more quickly to 
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billion must be accepted. This level will be 
reached with bidders 2 and 3, each of 
whom bid 3.200%. Each bidder will re- 
ceive $2.5 million of bonds (a propor- 
tionate share of the amounts for which 
they bid) but bidder 1 will not receive any 
of the bonds. Since the $10 billion avail- 
able to competitive bidders was reached 
with bidders 2 and 3, the yield for all bid- 
ders will be set at what they bid—3.200%. 
The determined yield then will be used to 
set the initial stated rate of interest and the 
initial price for the TIPS. 


SELLING TIPS 


TIPS may be held until maturity or sold 
at any time through a securities broker or 
the U.S. Treasury’s Sell Direct program. 
When selling through the Sell Direct pro- 
gram, the seller completes a “Request for 
Sale” form and sends it to the Federal Re- 
serve Bank of Chicago (FRB Chicago). FRB 
Chicago then obtains quotes from differ- 
ent securities brokers and sells the securi- 
ty for the highest offered price. The pro- 
ceeds, minus a $34 transaction fee for each 
security sold, are then deposited into the 


TIPS may be held until maturity or sold at any time 
through a securities broker or the U.S. Treasury's 


Sell Direct program. 


seller’s checking or savings account. De- 
tails of each sale are documented for the 
seller in three ways: (1) a sales confirma- 
tion issued after each sale, (2) a statement 
of account issued periodically (depending 
on the frequency of activity) and (3) an IRS 
form 1099 issued at the end of the year. 
TIPS also qualify for the Treasury's Sep- 
arate Trading of Registered Interest and 
Principal of Securities (STRIPS) program, 
under which the principal and interest 


AEE PNET ADOSER 
AICPA RESOURCES 


a AICPA Personal Financial eee 
Center, http://pfp.aicpa.org. 
/ “Risk Management” by John J. Kenny " 
CPCU; John E. McFadden, CPA, CFE; and 
_ Joseph A. Wolfe; e-MAP (# MAPXXJA). 


Seakl iia, 


rights can be sold separately. If held to maturity, the bond will be redeemed at the ad- 
justed principal balance. As an added safety provision, the Treasury will redeem the 
TIPS bond/note at face value if deflation should cause the adjusted principal balance 
to fall below the face value at maturity. 


THE TAXATION OF TIPS 
TIPS generate taxable income to their holders in two ways: The semiannual cash in- 
terest payments are taxed as ordinary interest income and the inflation adjustments to 
the bond principal are taxed as original issue discount (OID). Holders of TIPS gener- 
ally receive two form 1099s from the Treasury at the end of the year: one form 1099- 
INT, showing the amount of interest paid to the bondholder, and one form 1099-OID, 
showing the amount by which the principal balance of the TIPS increased or decreased 
during the year because of inflation or deflation. An inflation adjustment is reported 
as income and increases the taxpayer’s basis in the bond; a deflation adjustment gen- 
erally is reported as an offset to the TIPS interest income on schedule B of form 1040. 
A deflation adjustment decreases the taxpayer's basis in the TIPS. Any interest income 
from TIPS is income tax-exempt on the state and local levels. Taxpayers may request 
that the Treasury Department withhold up to 50% of the interest income to help meet 
their tax obligations at the end of the year. 

Example 3. Jane Smith bought TIPS at a par value of $1,000 with a 3% yield. The 
inflation rate as measured by the CPI-U was 2% during the first six-month holding pe- 
riod. Under these circumstances the interest income for this period is $35.30: 


Inflation adjustment: $1,000 * 2% $20.00 
Interest payment: [(1,000 + 20) X 3%] X ‘2 year 15.30 
Total interest for period: $20.00 + $15.30 $35.30 





Because federal tax law does not dis- 
tinguish between real income and nomi- 
nal income, TIPS are subject to some in- 
flation risk. In example 3, the $20 inflation 
adjustment is made to keep Ms. Smith’s 
purchasing power intact; however, this 
$20 will be subject to tax. Therefore, the amount of purchasing power lost (the infla- 
tion risk) will be the inflation adjustment multiplied by her marginal tax rate. 

To further complicate the matter, it is possible for the taxes owed on TIPS to be greater 
than the cash interest received. This could be a problem if the taxpayer lacks funds to 
pay the tax and therefore is forced to sell a portion of the securities to cover the short- 
fall. This may occur when inflation rates are unusually high. 

The inflation rate risk and potential lack of funds are illustrated in table 1, page 
48. The table assumes that investors expect a 1% inflation rate and are demanding 
a real rate of return of 3% before tax. Therefore, the nominal rate of interest would 
be set in the market place at 4%—1% to cover the expected inflation and 3% to 
cover the true yield. The table assumes a marginal tax rate of 30%. With a nonin- 
dexed bond (for instance, one not adjusted for inflation), the unexpected inflation 
rate reduces both the pretax and post-tax real yields by the same amounts. For ex- 
ample, if the actual rate of inflation turned out to be 5% (rather than the expected 
1%), the investor’s expected true rate of return before tax would fall from $30 toa 


negative $10 [(the $40 paid less the inflation component of $50 (5% X 1,000))], a 


decrease of $40. The aftertax true yield would fall from the expected $18 to a neg- 
ative $22 (the negative $10 pretax real interest less the $12 tax due). The decrease 
after taxes is again $40. Table 1 also shows the results for actual inflation rates of 
10% and 25%. This illustration further demonstrates that the tax burden does not 





January 2007 Journal of Accountancy 47 





RSs PERSONAL FINANCIAL PLANNING/BONDS (eee 





vary with the inflation rate, because it is based on a percentage of the fixed nomi- 
nal yield. 

In the case of TIPS, if the inflation rate turned out to be 5% (rather than the ex- 
pected 1%), the bondholder would be paid more than the nominally expected $40 (to 
insure a true yield of 3%). The $1,000 par value first would be boosted to $1,050, with 
a resulting cash payment of $31.50 (1,050 X 3% true yield). The total interest may be 
viewed in a slightly different way: 





True interest, if there were no inflation (1,000 * 3%) $30.00 
Inflation adjustment (30.00 x 5%) oO) 
Actual cash payment $31.50 
Inflation adjustment to original principal (OID) 50.00 
Taxable interest $81.50 





The real pretax yield is $30 regardless of the inflation rate, since the bond is ad- 
justed for inflation. In other words, the inflation rate does not affect the pretax yield. 
However, because the inflation adjustments are subject to tax even though they are not 
“true” interest, the aftertax true yield is affected by the tax rates. At the 5% level of in- 
flation, the $81.50 of taxable income would result in a tax liability of $24.45, thus giv- 
ing an aftertax true yield of $5.55 ($30.00 — $24.45). If the inflation rate was the ex- 
pected 1%, the aftertax true yield would be $17.91 ($30.00 — the $12.09 tax due on 
the $40.30 of taxable income). 

Thus, the unexpected inflation causes a decrease of $12.36 on the effective return. 
However, this $12.36 decrease is better than the $40 decrease that occurred on the 
nonindexed bond. Note that for 10% and 25% inflation rates, the taxpayer may ex- 


Cases assume a $ 
_ The market is expec , 
Expected true yield (that is, 
| Expectedinilation —_- 
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Pretax 
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interest 
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33.00 


*$1 000 par value X inflation rate, 
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133.0 


perience the “lack of funds” problem, 
since the cash paid to the bondholder is 
less than the taxes due. Table 1, below, 
further highlights the fact that, when 
taxes are involved, the bondholder can- 
not completely eliminate the risk of in- 
flation. (For more on the effects inflation 
may have on an investor's choice of in- 
vestments, see “Worries About Inflation,” 
page 49.) 

There is one other cost when TIPS are 
involved. The Treasury imposes an annu- 
al maintenance fee of $25 on accounts of 
more than $100,000. This fee may be de- 
ductible, subject to the investor's limit on 
miscellaneous itemized deductions. 


CORPORATE INFLATION- 
PROTECTED SECURITIES (CIPS) 
In response to the success of TIPS, a num- 
ber of companies have begun to offer 
corporate inflation-protected securities 
(CIPS) to help investors protect their money 
against inflation risk. CIPS are new bonds 
initially offered at par, usually in $1,000 
increments. Somewhat like I bonds, the 


Post-tax 
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unexpected 
inflation 


Total 
itb¢-]¢) (2) 
interest 


Post-tax 
“true” 
interest 


Post-tax 
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2 stocks, especially companies with a a. 
handle on costs, should - ils 


iC ping for plana lee altk 
1 | generic drug producers should reap 
the rewards of increasingly cost- 
| conscious consumers. Growth 
: — a ey at 


o bone Katrina and Rita remin 
us that domestic property-casualty 
_ stocks are another sector to avoir 
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manager of practice management and 

1 | Web development in the Financial 

a Planning Specialty Area of the AICPA. 
Mr. Cobos’ views, as expressed in this 
article, do not necessarily reflect the 
views of the Institute. Official positions 
_are determined through certain specific 
committee procedures, due process and 
deliberation. 
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securities are issued with a specified, 
fixed rate of interest that is periodically 
adjusted for inflation (or deflation). Like 
TIPS, the interest payment is adjusted 
for changes in the CPI-U, thus provid- 
ing a real rate of return above the infla- 
tion rate. 

Companies have issued both inflation- 
linked corporate notes and corporate in- 
flation-protected bonds. The bonds nor- 
mally are issued in 5-, 7- and 10-year 
maturities and provide for monthly pay- 
ments that immediately reflect an increase 
in inflation. 

Unlike TIPS, though, CIPS pay out ap- 
preciation monthly and include it in the in- 
flation-adjusted payment over their 5-, 7- 
or 10-year lives. At maturity, the CIPS prin- 
cipal payment is at par ($1,000). TIPS pay- 
ments are made on a semiannual basis and 
do not pay out the inflation-adjusted prin- 
cipal increase. CIPS, on the other hand, 
react more quickly to changes in interest 
rates and provide more income over their 
terms. Since interest is paid monthly, in- 
vestors can reinvest their interest payments 
more frequently, and therefore interest com- 
pounds at a faster rate. And because CIPS 
holders do not pay a phantom tax on non- 
cash principal adjustments, a greater por- 
tion of their monthly interest payments is 
available for reinvestment. 


TIPS or CIPS 

TIPS and CIPS offer valuable new in- 
vestment options that are especially suit- 
able for investors concerned about in- 
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flation risk. While similar, each invest- 
ment alternative offers it own set of ad- 
vantages. 

TIPS pose virtually no credit risk be- 
cause they are issued by the federal gov- 
ernment and their inflation rate is mini- 
mal. In fact, the inflation rate risk can be 
eliminated by placing the TIPS in a Roth 
IRA, and thus completely eliminating fed- 
eral taxes on the earnings. TIPS already are 
income tax-exempt on the state and local 
levels. They also may be viewed as being 
back-loaded, since investors receive most 
of the inflation adjustment at maturity, and 
so may be better suited to investors who 


out the term of the investment, and more 
desirable than TIPS, because of the month- 
ly payments and faster adjustment to in- 
flation. The yields also tend be higher than 
that of TIPS, because of the credit risks in- 
volved. CIPS also can be placed into re- 
tirement accounts to delay or prevent fed- 
eral taxation; they are, however, subject to 
state income taxation. Table 2, below, sum- 
marizes the similarities and differences of 
TIPS and CIPS. 

Inflation-protected securities (IPS) are 
among the safest and easiest investments 
for CPAs and their clients. They are not 
correlated to stocks or bonds, making 


TIPS pose virtually no credit risk because they are 
issued by the federal government and their inflation 


rate is minimal. 


do not need current income (another good 
reason for placing them in a Roth IRA). Be- 
cause of their safety, TIPS can be a desir- 
able investment for conservative, risk- 
averse investors. 

CIPS expose investors to the issuer’s 
general credit risk and are subject to state 
and local income taxation. They may be 
viewed as being front-loaded, as investors 
receive the inflation adjustments through- 







Fixe 


Variable — 


CPI-U 


Virtually no 


them a good vehicle to diversify a client’s 
portfolio. Investors should be aware, how- 
ever, that long-term IPS issues can result 
in short-term volatility in their rates of re- 
turn, and their complex structure may be 
hard to understand. In spite of these risks, 
CPAs should be aware of these investment 


alternatives and their features to help their 
clients balance their portfolios and meet 


their financial goals. % 


credit 
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Sell Financial 


Products 
Wisely 


Manage your risk in this new niche. 


by Anthony Sardis and Edward Mendlowitz 


roviding insurance products and other investment advisory 
services to clients is an attractive avenue to growth for many 
CPA firms. The key to minimizing risk and maximizing client 
satisfaction and the firm’s financial returns is thoughtful, in- 
formed preparation. Don’t let a rush to expand into new practice areas 


oy 


ea ae 
PCa CEL eS 


An estimated 15,000 
PVH MCT eee Le) 
NASD-licensed to sell 
investment products and 
re MU em Ce 
to sell insurance products. 


Source: AICPA, www.aicpa.org. 
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lead you to overlook important imple- 
mentation decisions. What you learn on 
the following pages can help you avoid 
reputational, legal and economic exposure. 


PRINCIPAL PRINCIPLES 

CPA firms that specialize in personal fi- 
nancial planning say two important rea- 
sons to sell investment products, includ- 
ing insurance, are being able to tailor 
planning implementation to individual 
clients’ needs and, of course, revenue 
growth. Clients like being able to conve- 
niently obtain advisory services, products 
and administration in one place, and they 
stay with firms that provide easy access to 
them. The firm benefits because financial 
planning products can potentially provide 
large fees. 

But one risk to CPA firms is that the 
rules governing how they may accept com- 
pensation for insurance and investment 
advisory products are not yet fully tested. 
Practitioners are bound by professional 
ethics in their client dealings and must ex- 
ercise utmost propriety and caution in in- 
terpreting all relevant ethics rules. Failure 
to comply can result in censure or decer- 
tification. To avoid potential conflict of in- 
terest some firms take the step of creating 
affiliate business entities through which to 
offer clients financial planning products 
(see “Growing PFP Services,” page 54). 

Payment involves two general require- 
ments. First, a firm may not accept com- 
missions from audit or attest clients. Sec- 
ond, if a firm does accept commissions 
from a nonrestricted client, the client must 
acknowledge in writing his or her under- 
standing of the fee policy before any serv- 
ices are rendered (see exhibit, page 52, and 
“Risk Management Checklist,” page 53). 

Firms also must adhere to the rules and 
regulations imposed by other governing 
bodies, including state laws, securities 
laws, GAO regulations and PCAOB regu- 
lations. Regulatory oversight and licens- 
ing are complicated, involving specialized 
education, testing and recurring compli- 
ance obligations. While those require- 
ments reinforce many that are covered by 
CPA professional ethics, they must be sat- 
isfied independently. > 
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CLOSE BUT SEPARATE 

Financial planning products can include 
life insurance, derivative transactions, vari- 
able annuities and private equity invest- 
ments, among others. The scope of prod- 
ucts a firm chooses to offer can be 
all-inclusive or limited to a select type of 
product. In other words, a firm may 
choose to offer life insurance, but not 
stocks. The final offering is known as a 
product platform. 

To limit liability, a CPA firm can offer a 
product platform through a separate legal 
business entity that employs appropriate- 
ly licensed sales representatives. Closely in- 
tegrating the new entity with the CPA firm 
gives the two a unified appearance that’s 
reassuring to clients. 

The proximity of the two businesses also 
permits cost-effective sharing of resources 
and makes new expenses in salaries, mar- 
keting and overhead easier to manage. It is, 
however, essential to strictly observe all cor- 
porate formalities to ensure the new enti- 
ty’s genuine independence. 

The form of business entity is a very im- 
portant decision. An LLC can segregate li- 
ability for product activities from the firm’s 
core business and partners’ personal assets, 
and it offers some tax benefits, but options 
vary by state. Choosing the best form for 
an affiliate financial products business ul- 
timately depends upon a range of factors 
and the jurisdictions in which operations 













service provider's recommendations. 


Thank you for your business. 
Client signature 


Date 





take place. The decision can be complex 
and legal counsel is advised. 


LICENSE TO SELL 

Licensing is a critical part of offering fi- 
nancial products. A firm and its sales 
agents in the affiliate entity must conduct 
client-based activities in a licensed for- 
mat. The person soliciting sales must al- 
ways be licensed as must anyone who re- 
ceives commissions. If the new entity is 
paid commissions by a third party, the 
entity itself must be licensed. In most 
cases, state insurance laws allow a li- 
censed corporation to receive commis- 
sions and subsequently distribute profits 
upstream to unlicensed shareholders. SEC 


EXECUTIVE SUMMARY — 


Sane ee 


Receipt of Commissions Acknowledgement 





Our firm has referred you to [service provider] for product consulting (and/or sales). 
Our firm shares commissions and fees through its affiliation with the service 
provider. Neither the firm nor its employees are responsible for or participate in the 


Please sign below to indicate your understanding of the fee policy. Feel free to 
ask [service provider] for additional details or solutions. 






regulations are stricter; anyone receiving 
securities-based compensation must be 
registered. 

Licensing requirements vary by prod- 
uct or service; generally speaking, the four 
categories are 

m Life and health. Licensing is based on 
a state insurance department exam. 

m Property and casualty. Licensing is 
based on a state insurance department 
exam. 

@ Securities. Licensing is based on the 
SEC exam; candidate must be sponsored 
by a broker-dealer. 

= Registered investment adviser. Licens- 
ing is based on examination by either state 
or federal securities regulators. 


i Many CPA firms now provide 
insurance and investment services 
to their clients in addition to core . 
_ services. This can be an attractive 
avenue to growth that increases 
client retention and firm revenues, 
but it carries certain reputational, 
_ legal and economic risks. 
& To limit liability the firm 
should offer planning and/or in- 
vestment products through a 
separate, genuinely independent 
legal entity. An LLC, for example, 
can keep liability for product ac- 
tivities separate from the firm's 
core business and pariners’ per- 
sonal assets, and it offers some 
tax benefits. 


a Finns r must adhere to he 
rules and regulations imposed by 
additional governing bodies, in- 
cluding state laws, securities 
laws, GAO regulations and | 
PCAOB regulations. Regulatory 
oversight and licensing are com- 
plicated, involving specialized ed- 
ucation, testing and recurring 
compliance obligations. 

@ Ideally, planning services and. 
products should complement 
the firm’s core business. For ex- 
ample, life, disability and long- 
term-care insurance and annu- 
ities are planning products for 
preserving wealth or income 
(core). Health, auto and home- 


‘owners’ insurance are Becigned oe 


ipated losses (noncore). Invest- . 
‘ment products to accumulate 


_@ Brokers generally receive — 


on the Ss compensstien 
the service provider gets from in- 


to protect clients against unantic- clude 


wealth are noncore. 


sales commissions for i insurance a 
products. Those commissions —__ 
may be less than half of what the _in finan 
insurance or investment company —_H 
pays to noe its ao The» 


: author of s several 
H articles on ta 





surance and investment compa- 
nies. Service and transaction _ 
contracts for insurance and in- 
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BUILD A COMPLEMENTARY 
PORTFOLIO 

Most CPA firms don’t consider financial 
services their core business strategy, yet 
many want to provide every product their 
clients request. It’s a good idea to resist that 
impulse and limit investment products 
and services to only those that comple- 
ment core offerings. Overdiversifying can 
dilute the value of core services, and prod- 
ucts that aren’t a good fit may create sig- 
nificant risk. 

These are common product categories. 

= Planning products. They are designed 
to preserve wealth or income and include 
life, disability and long-term-care insur- 
ance and annuities. Recommended prod- 
ucts complement core offerings such as es- 
tate, business or financial planning. 

@ Service products. These products are 
designed to protect clients against unan- 
ticipated losses. They include health, auto 
and homeowners insurance, for example. 
Such product recommendations do not re- 
sult from a firm’s core offering. 


Quick-Start Guide to Selling 


Insurance and Investments — 


Bi Interview clients about their needs. 


@ Build a three-year business plan with financial projections. 


@ Consult with errors and omissions insurers regarding coverage requirements. 


@ Solicit bids for sales and distribution rights. 


M@ Form a sevarate business entity and obtain required licensing. 


@ Develop standard operating procedures (SOPs). 


@ Train employees in the process. 


@ Announce new product offering to clients. 


@ Monitor activities for compliance with ethics rules and other applicable laws. 


w Investment products. These are de- 
signed to accumulate wealth. This category 
is transactional—based on market 
trades—and as such the most removed 
from a firm’s core services. 

Before making a decision to offer a 
product, carefully consider the type and 
amount of service you will have to provide 


Risk Management Checklist wf 


C] Did you obtain the client’s written acceptance of commission payments before 
making a recommendation? This consent is required whenever the firm receives 
commissions, even it uses an independent broker to write an engagement 


- transaction. 


C1 Did you follow a due-diligence process for product offerings? A firm should 
offer only products from reputable sources. While a firm may be able to use an 
independent expert as a quality control process for product, the firm must monitor 


its product portfolio. 


| C0 Did you perform due-diligence for sales suitability? Sales activities are subject 


to ethics requirements whenever a firm receives commissions, even if the firm uses 
an independent broker. Carefully monitor the suitability of the products sold and 
the associated sales activities. 

C1 Do you have at least two licensed members with tenure? This will ensure 

- continuity in the event one of them becomes unavailable for any reason, including 
death, disability or retirement. A gap in licensing could void a product sale or 
Maltect Commissions. 6. a. ee 

_] Did you obtain your errors and omissions insurance provider's approval? 
Confirm that activities relating to financial products are covered and describe the 
extent of exclusions, ifany. 7 | 

C1 Do you have distributions and sales contracts in place? Define the rights and 
responsibilities of the firm and its providers in written agreements. (See “Contract 
Essentials,” page 54.) 

C] Do you regularly assess activities? A firm should periodically review its product 
platform and sales activities to ensure they remain consistent with the firm’s 
standards and ethical requirements. 


with it. Failure to service a product can 
lead to client dissatisfaction—a direct con- 
flict with the firm’s goals. 


SELLING WELL 

To do the actual selling, a firm can in- 
source, outsource or use a combination of 
the two. If selling is insourced, the CPA 
firm’s employees (trained and licensed as 
noted) recommend products the affiliate 
entity provides. This option can provide a 
high level of control, equity and compen- 
sation, but it does have higher fixed ex- 
penses, opportunity costs and risk expo- 
sure than outsourcing. 

In outsourcing, the firm hires inde- 
pendent contractors such as stock brokers 
and insurance agents to sell products, and 
they pay the firm a portion of the revenue. 
This option reduces the firm’s exposure to 
liability, has no or low fixed expense and 
provides diverse product expertise. In a 
merger, those professionals may even be- 
come the affiliate entity. 

Some firms develop a hybrid method. 
Certain products lines are insourced and 
others outsourced. The lines can be di- 
vided based on portfolio. For example, a 
firm could insource planning products that 
complement core offerings and outsource 
service and investment products as a way 
to limit liability exposure and ongoing 
service obligations. 

To sell well the firm needs 

Expertise. The success of a product 
platform depends in large part on a CPA 
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now encompasses JRF Asset Advisors, 
LLC, which provides full-service 
planning and advisory services; JRS 
Financial Services, LLC, which han- 
dles compliance and administrative 
functions; and JR Benefit Services, 
which provides life, health, disability 
and long-term care insurance. 
Janover managing partner Mark K. 
Goodman, CPA, and JRF partner Jay 
H. Freeberg, CPA, tailor investment 
planning to maximize returns and 
minimize the effects of income taxes 
and inflation as well as the risk and li- 
abilities inherent in a securities port- 
folio. Their insurance planning advice 
is designed to help clients understand 
the correct amount and type to keep 





PA firm Janover Rubinroit, LLC (wwwjrllc.com), with 
offices in Garden City, N.Y., and New York City, in 
business since 1938, has grown into an 80-person fam- 
ily of affiliates via careful mergers that have brought 
together new markets and services. In the PFP arena, the group 


firm’s apparent and actual depth of knowl- 
edge (expertise). Besides obtaining the ed- 
ucation, experience and licenses discussed 
earlier, CPAs can get a Personal Financial 
Specialist (PFS) credential. It is unique to 
the profession, and in most states it meets 
Registered Investment Advisor (RIA) re- 
quirements. Information about the PFS 
designation is available from the AICPA 
(see the resources box on page 55). 

Objectivity. Professional ethics require 
a CPA to objectively serve the client’s best 
interests at all times. Other authorities 
such as NASD have standards to similar- 
ly ensure that investment products are 
suitable for the clients who buy them. 
Firms should develop operating proce- 
dures to manage their own and their affil- 
iate entities’ sales activities to ensure that 
all transactions serve the client’s best in- 
terests. For example, 

w Limit compensation. When compen- 
sation for a product is too high, salespeo- 





ple will feel pressure to try for sales that 
aren't wholly in the client’s best interest. 
Limiting the selling party’s salary or com- 
mission to the lowest rate for the product 
class helps lessen the risk. 

mw Separate the planning from the product. 
Some sophisticated planning concepts 
have been designed for generating sales 
more than for fulfilling clients’ true needs. 
Your priority is, of course, to ensure that 
every product your firm recommends le- 
gitimately fits the client's financial plan. 

m Examine several product options for 
each engagement. Document a recommen- 
dation to verify that it has been based on 
examining several suitable products and 
choosing the option with the best features 
for the client. 

m Review and monitor recommendations. 
Periodically check to determine the types 
of products sold, the planning concepts 
underlying the sales and the percentage of 
sales by the product provider. Concen- 






m Choose the best regulatory lawyers to advise on ownership : 
structure. “The form of ownership is an issue for any type of busi- 
ness. In professional services the potential for malpractice is al- _ 
ways an issue,” says Goodman. 

m@ Have at least two partners familiar with every client's account. _ 


m= Know the products and for 
whom they are best suited. “I’m aware _ 
of clients’ insurance needs and tax 
brackets,” says Goodman. “Knowing _ 
all the puzzle ae helps us give 
clients better service.” 

™ Make sure partners have licens- : 
es appropriate to the functions they _ 
perform. Freeberg, an MBA and CFP — 
who sells investment products, holds — 
Series 7, 24, 27, 63, 65 securities li- 
censes, for example. Three staff peo- 
ple have insurance licenses and ac- _ 
company Freeberg on sales calls. _ 

w Take your time developing ah 
nancial services niche. Besides edu- _ 
cation and licenses, it’s important to 
get experience, Freeberg says: “Pay 


JRF’s Jay H. Freeberg, CPA (left), and 
Janover Rubinroit’s Mark K. Goodman, CPA 
(right), are partners of PFP-product 
affiliates. Learn how to serve clients well, 
even in a poor market, they advise. 


their net worth in place. 

Goodman and Freeberg’s best 
practices for managing risk while im- 
plementing PFP growth have been to 


particular attention to a full up-and- 
down market cycle—three to five — 
years—to learn how to perform well © 
in a poor market.” 
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trated positions can indicate bias, creating 
an objectivity exposure. 


RESEARCH THE REVENUE 
STRUCTURE 

Another conspicuously complex aspect 
of providing financial products and serv- 
ices is compensation. When CPA firms 
sell insurance and investment products 
through a separate legal entity (broker), 
that entity contracts with agents or gen- 
eral agents (service providers) of insurance 
and investment companies to access prod- 
ucts. As compensation for selling insur- 
ance products, brokers generally receive 
sales commissions. In fact, those com- 
missions are only one chunk of what the 
insurance or investment company pays to 
move its products. In some cases com- 
missions may be less than half the avail- 
able compensation. 

To get the best payment terms for its af- 
filiate entity the firm should negotiate fees 
from an informed position. Make sure you 
learn all the types of cormpensation the 


service provider gets from insurance and 
investment companies (see “Compensa- 
tion Glossary,” below). 

Define and document compensation 
terms in both service and transaction con- 
tracts (see “Contract Essentials,” page 54). 
Whenever possible, make sure the name 
of the firm or affiliate financial-products 
entity appears on applications and con- 
tracts. Arrange to have the insurance or in- 
vestment company pay the firm’s share di- 
rectly to the firm rather than to a general 
agent or other intermediary. Doing this 
documents the firm’s right to continuing 
compensation (in other words “vests” it), 
reduces payment delays and serves to se- 
cure the client’s ongoing business in the 
event the relationship with the broker of 
record ever terminates. 


WATCH THOSE MOVING 
PARTS 

Many firms have made the strategic deci- 
sion to sell insurance and investment prod- 
ucts to their clients. Offering financial prod- 


ty—often the oo ie ae Chon the CPA fee 
| represent ; an additional 50% of the annual oe 
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ucts and services provides a range of com- 
petitive and economic opportunities for 
CPA firms, but with those opportunities 
come risks. Entering the market too quick- 
ly can lead to a failure to carefully assess 
and limit those risks. 

To keep from undermining long-term 
objectives, your firm or its affiliate should 
follow the advice it gives clients—account 
for and audit each element of insurance 
and investment offerings. It’s a process 


with many “moving parts.” You need to 


pay attention to all of them. ~ 


aaa a eee 
AICPA RESOURCES 


Publications 

s AICPA Professional Standards, Code of 
Professional Conduct. 

= “Caveats to Selling Financial Services,’ 
JofA, Jan.05, page 29. 

aw Investment Fiduciary Responsibility: 
Understanding the CPA’s Role (webcast 
archived on CD-ROM, # 780011HSJA). 
m Management of an Accounting Practice 
Handbook (# 090407JA); e-MAP, elec- 
tronic version (# MAP-XXJA). 

mw The New Fiduciary Standard: The 27 
Prudent Investment Practices for Financial 
Advisers, Trustees, and Plan Sponsors 

(# 017242JA). 


For more information or to order, go to 
www.cpa2biz.com or call 888-777-7077. 


Web sites 

= PCPS Firm Practice Center, 
www.aicpa.org/pcps. 

m Personal Financial Planning Center, 
www.aicpa.org/pfp. 

= Personal Financial Specialist (PFS) 
Information, http://pfp.aicpa.org/ 
Memberships/Personal+Financial+ 
Specialist.htm. 


OTHER RESOURCES 


Fiduciary handbooks 

g Prudent Practices for Investment 
Stewards (U.S. edition). 

a Prudent Practices for Investment 
Managers (worldwide edition). 

= Prudent Practices for Investment Advi- 
sors (U.S. edition), and Prudent Practices 
for Investment Stewards and Investment 
Advisors (worldwide edition). 


To order, visit www.fiduciarystore.com. 
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Navigate Speedily in 
Excel Data 


Click on a button to get to target information. 


by James T. Severson 


f you're like most financial professionals, some of your large spread- 

sheets contain many worksheets with a wide assortment of data. 

Locating information or identifying just the right worksheet or cell 

to input new data is like searching for the proverbial needle in a 
haystack. If this describes a problem you often face, then read on to 
find out how to create a spreadsheet that, with a single mouse click, 
can take you instantly right to the target cell. 





Key to Liat 





To help ‘euler flow he aaa 
this article, we use two d 
Boldface type is used to identify i 
of icons, agendasand URIs; 
Sans serif type shows the names of. fr and 
the names of commands and inst 
that users should type into the ee 








The solution is based on two Excel tools: 
Forms Toolbar Buttons and Macro. We 
will show you how to install and format 
those functions on a contents page that 
contains buttons designed to speed you to 
your data destinations. 

Begin by creating a blank worksheet 
and label it Contents Page. Then, in vari- 
ous cells, list all the data targets that will 
be stored in subsequent worksheets. If you 
wish, add additional information that can 
be printed on or next to the buttons to 
guide you on when to use the buttons. 

Exhibit 1, below, is an example of a 
completed contents page that includes 
both the data-locating buttons and the 
user instructions. 

Next add the actual buttons and then 
the macro commands that will wing you 


nd input the sales _ - cis = the unbilled 


and ee ced caer fine prairie: creek ee CES 


nd input fuel expense from the general ledger. 


and review report for reasonableness. : 


nd input the ntl’ ee tae information ae the CIS.  pro-ation report 


‘for monthly steam unbilled JE. 
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instantly to your targets. Begin by right-clicking 
in any free space in the toolbar area of the work- 
sheet to engage a drop-down menu. Then click 
on Forms (exhibit 2, at right). 

That will open a Forms toolbar; it contains, 
among other things, a Button icon. To locate the 
icon, drag your cursor over 
the toolbar until the Button 
label appears (see screenshot 
at right). 

Now left-click on the 
Button icon and move your 
cursor to the cell on the con- 
tents page where you want to 
install the first button (see 
screenshot, below). 





You can change the 
size of a button anytime by grabbing and 
dragging any of the tiny circles along the 
edges. Left-clicking on the button allows 
you to edit the text. For this exercise, 
we'll label the first button input revenue. 

Now create a macro that will take you 
directly to the worksheet target—in this case input revenue. En- 
gage the Assign Macro menu 
by right-clicking on the button 
(see screenshot, at right). 

If you know Visual Basic, the 
macro software, you can write 
the script yourself, but it’s a lot 
easier to let Excel do it for you. 
All you have to do is go through 
the physical cursor and key- 
board steps needed to perform 
the command and Excel will record and translate them into the 
macro language. 

Begin by clicking on Tools, Macro and then, from 
the drop-down menu, select Macro, Record New 
Macro (see screenshot below). 















Templates and Add-Ins... 
AutoCorrect Options... 
- Customize... 


6. Yew 4 


When you're prompted to assign a name and de- 
scription to the Macro, use the button label (Input- 
Sales-Data, for example). Note that macro names 
must be one word, so be sure to add dashes between 
the words. Then click on OK, which opens a Stop 
Recording toolbar option window, but do not click 
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on the Stop Recording but- 
ton until you reach your 
data target (see the screen- 
Standard shot below). 
Formatting 

Borders 

Chart 

Control Toolbox 
Drawing 

Exit Design Mode 
External Dai ; 





Now go through all the 
ee keyboard and mouse clicks 
Formula Auditing _ needed to maneuver to the 
List data target. Once there, 
click on Stop Recording. 
Now, to assign that new 
Macro to your first button, 
return to the contents page, 
right-click on the button, se- 
lect the Assign Macro op- 
tion, click on the macro name you created and on OK (see ex- 
hibit 3, below). 

Follow the same steps for each command you want on the 
contents page. 

Finally, set up a button in one of the worksheets and create 
a macro that returns you to the contents page (see screenshot 
below). This return button and macro command needs to be set 
up only once since you can then copy and paste it to all the 
other worksheets. 


5 


usta case 


Picture 





Now, no matter how complex a spreadsheet is, by adding a 
set of strategically located buttons and complementary macros 
you can instantly be taken to any location in the file. No more 
wasted time clicking from one worksheet to another searching 
for a piece of data or a specific place to enter new data. “~ 





James T. Severson, CPA, is utility accounting manager at Alliant Energy, Cedar 
Rapids, lowa. His e-mail address is jimseverson@alliantenergy.com. 
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ADP Taxware Headquarters 
Wakefield; MA 


Taxware is widely regarded as being one of the 
industry's premier providers of automated transaction 
tax systems. That’s why we have attracted as 
customers some of the most recognizable names 
in retail, manufacturing, energy, transportation, and 
other vertical markets. It’s a track record that we 
have worked very hard to build — but we’re far from 
finished with our work. In fact, you’ve probably read 
about our recent acquisition by ADP, Inc. and the 
re-launching of our business as ADP Taxware. 


With nearly $9 billion in revenues and more than 
570,000 clients worldwide, ADP is one of the largest 
providers of a broad range of mission-critical, 
cost-effective transaction processing and 
information-based business solutions. One of the 
most respected names in the financial industry, 
ADP is a member of the Fortune 500 and one of an 
elite group of companies that holds the coveted 
AAA credit rating. With their backing, ADP Taxware 
is poised to raise the bar to new heights. 


- Taxware’ 





You can expect the new ADP Taxware to add even 
greater depth and breadth to our tax content...to 
bring innovation to the marketplace at a more rapid 
pace...to make it faster and easier for companies to 
connect leading ERP and financial systems to 
Taxware Enterprise, TaxSolver, and the Sales and 
Use Tax Solution...and to expand our international 
footprint so that we can better support global 
customers with tax obligations not only in the U.S. 
and Canada, but also in the European Union, the 
Asia/Pacific region, and South America. 


Whether you’re doing business regionally, nationally, 
or globally, ADP Taxware wants to earn your business 
and become your provider of choice. Ready to find 
out more? Visit us on the web at taxware.com. 
Attend one of our regional seminars. Or sign up for 
one of our web-based seminars. 


We're ADP Taxware and we look forward to doing 
business with you. 


ADP Taxware + 877-TAXWARE + www.taxware.c 


Copyright ® 2007 Automatic Data Processing, Inc. All rights reserved. 





Assessing and 


Responding to 


Risksina 


Financial 
Statement Audit: 
Part II 


Guidance for audit standards for nonissuers that 


took effect on or after December 15, 2006. 


by John A. Fogarty, Lynford Graham and Darrel R. Schubert 


his is the second of two articles describing the requirements 
of new guidance from the Auditing Standards Board (ASB). 
The first article discussed the process of assessing risks and 
controls leading to the concept of the risk of material mis- 
statement (see “Assessing and Responding to Risks in a Financial State- 
ment Audit,” JofA, Jul.06, page 43). This article discusses how the au- 


audit risk and materiality, facilitate plan- 
ning and supervision and clarify the con- 
cept of audit evidence. 

As noted in the new standards, “audi- 
tors must consider audit risk and must de- 
termine a materiality level for the financial 
statements taken as a whole.” Auditors also 


ditor responds to the risk of material mis- 
statement in designing and performing 
audit procedures. 

The eight standards listed here are de- 
signed to help auditors plan and perform 
audit procedures that will address assessed 
risks, enhance the auditor’s response to 
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“must obtain a sufficient understanding of 
the entity and its environment, including 
its internal control, to assess the risk of ma- 
terial misstatement.” 


DESIGNING FURTHER AUDIT 
PROCEDURES 

Once the risk of material misstatement has 
been assessed for major accounts, trans- 
action streams and disclosures, the audi- 
tor must develop an audit plan in which 
he or she documents the audit procedures 
that, when performed, are expected to re- 
duce audit risk to an acceptably low level. 
As the auditor is assessing risk and the de- 
sign and implementation of internal con- 
trols, he or she should determine any over- 
all responses to address risks of material 
misstatement at the financial statement 
level, and tailor audit plans (that is, audit 
programs) to be responsive to the identi- 
fied risks of material misstatement at the 
relevant assertion level. The application of 
a “standard” audit program of procedures 
on all engagements will generally not be 
responsive to the risks of material mis- 
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statement, and is not an appropriate re- 
sponse under the new standards. 

Because the auditor should document 
the linkage of the risks, controls and fur- 
ther audit procedures by assertion, the 
audit plan also should consider the risk of 
material misstatement at the assertion 
level. The auditor should design auditing 
procedures to achieve the objective of a 
high level of assurance that the financial 
statements are free of material misstate- 
ment. Those further auditing procedures 
consist of either tests of controls or sub- 
stantive procedures. 

For example, say the auditor identifies 
a moderate risk of inventory obsolescence 
(valuation) and the company monitors this 
risk through two procedures: one control 
that performs monthly analyses of inven- 
tory turnover by inventory line item look- 
ing for risks of obsolescence and another 
that monitors market price fluctuations. In 
addition, the company takes periodic in- 
ventories to ensure the accuracy of its per- 
petual inventory records. In this circum- 
stance the auditor may assess the risk of 
material misstatement as low. If the client 
controls are tested and found effective, the 
auditor may need to design only a low 
level of independent lower-of-cost or mar- 
ket tests on the slower-moving and specific 
inventory items that have a high volatili- 
ty in cost, and design some independent 
analytical procedures to address the ob- 


@ The Auditing Standards Board 
issued eight standards with new 
guidance for auditors assessing 
risks and controls in financial 
statement audits. Auditors must 
consider risk and also determine 
a materiality level for the financial 
statements taken as a whole. 

@ Auditors are required to obtain 
a sufficient understanding of the 
entity and its environment, includ- 
ing its internal control, to assess 
the risk of material misstatement. 
®@ Auditors must develop audit 
plans in which they document 
the audit procedures that are ex- 
pected to reduce the audit risks 
to acceptably low levels. 


To rely on the effectiveness of 
company internal controls, the 
auditor should test the controls, 
but only after assessing that the 
design is effective. 

@ The auditor may rely on con- 
trol tests and other evidence 
from prior audits when the audit 
evidence and related subject 
matter have not changed. 

@ At the end of an audit, the 
auditor must evaluate whether 
the financial statements taken as 
a whole are free of material mis- 
statements. The auditor must 
accumulate all the known and 


solescence (valuation) risk. That may be 
enough to satisfy the auditor that risk of 
financial statement misstatement is low for 
this assertion as it relates to inventory. 


TESTING INTERNAL CONTROLS 

To rely on the effectiveness of company in- 
ternal controls, the auditor should test the 
controls—but only after assessing that the 
design is effective; otherwise there is no 
sense in testing it. If the auditor's strategy 
is to rely on the control, its operating ef- 
fectiveness is assessed through appropri- 
ate levels of testing. Tests of implementa- 
tion may provide some minimal evidence 


= Manual controls tests should cover 
the period of the examination. The extent 
of testing should respond to the desired 
level of reliance on the control. 

Additional guidance on establishing 
sample sizes is contained in the revised 
AICPA Audit Guide, Audit Sampling, (CPA2 
Biz.com product no.012536JA) released 
in January. 

Auditors should test controls when suf- 
ficient evidence may not be obtainable 
from traditional substantive procedures, 
such as when the business makes extensive 
use of IT in its sales or purchases interfaces 
such as Internet or EDI (electronic data in- 


SAS no, 110 also provides significantly more 
guidance than past standards in designing the nature, 
timing and extent of audit procedures. 


of operating effectiveness. The auditor's re- 
liance on the control is a continuum from 
“no” reliance (for example, the design may 
be ineffective or there may be no control) 
to “high” reliance on the control. 

The basic principles of the testing con- 
trols in the current section AU 319 are not 
changed: 

m Automated controls can be tested 
once or a few times to conclude they op- 
erated effectively throughout the period 
when information technology (IT) gener- 
al controls were assessed as effective. 


EXECUTIVE SUMMARY 


management. 


them to the appropriate level of 


l@ In assessing deficiencies of 
internal controls to identify the 
severity, the auditor should focus 
on issues such as inadequate 
documentation and unqualified 
employees who lack the skills to 
make the required GAAP ac- 
counting computations, accruals 
or estimates, or to prepare the 
company financial statements. 





John A. Fogarty, CPA, is a partner 
of Deloitte and Touche, LLP. a past 


terchange) transactions, and the systems do 
not create paper trails and historical doc- 
uments supporting the transactions. 


EVIDENCE FROM PRIOR 
AUDITS 

The new standards clarify when control 
tests and other evidence from a prior audit 
may be used in the current engagement. 
For the auditor to place reliance on that 
evidence, the audit evidence and the re- 
lated subject matter must not fundamen- 
tally change. The auditor confirms that 


Assurance Standards Board. His 
e-mail address is jfogarty@deloitte. 
com. Lynford Graham, CPA, PhD, 
CFE, is a consultant, recent former — 
member of the ASB and Risk As- 
sessment Standards Task Force 
and chair of the Risk Assessment 
and Risk Response Audit Guide 
Task Force. His e-mail address is 
/grahamcpa@verizon.net. Darrel R. 
Schubert, CPA, current member of 
the ASB, is a partner in Ernst & 
Young LLP’s national professional 
practice and risk management 
group and was chair of the Risk — 


likely misstatements, other than 
trivial ones, and communicate 


chairman of the Auditing Stan- 
dards Board (ASB) and a member 
of the International Auditing and 


Assessment Standards Task Force. 
His e-mail address is darrel. 
schubert@ey.com. : 
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changes have not occurred by annual in- 
quiry and performing another procedure 
that confirms the control remains imple- 
mented and is effective, such as a walk- 
through, observation or examination of 
some evidence. In any case, the controls 
should be retested at least every third year, 
even when there have been no perceived 
changes in them. 

An exception to this guidance on evi- 
dence from prior audits is in the case of 
significant risks. One or more significant 
risks generally are found on most audit en- 
gagements. For these risks 

m Substantive procedures, or substan- 
tive and controls procedures, specifically 
directed at the risk should be applied. 

@ Analytics alone are insufficient to pro- 
vide the needed assurance. 

# Controls assurance from prior en- 
gagements cannot be considered in the 
current engagement; the controls need to 
be tested every year to rely on them. 


PERFORMING AUDITING 
PROCEDURES 

In performing audit procedures, auditors 
should apply certain substantive audit 
procedures on each engagement. They 
should 

= Apply substantive procedures for all 
relevant assertions related to each materi- 
al class of transactions, account balance 
and disclosure, regardless of the assessed 
risk of material misstatement. 

= Examine material journal entries and 
other adjustments. 

m Agree the financial statements to the 
underlying accounting records (this is also 
noted in SAS no. 103, Audit Documenta- 
tion, which is effective for audits of finan- 
cial statements for periods ending on or 
after December 15, 2006). 

While some auditors already use audit. 
methodologies that integrate assertions 
into identifying risks, assessing controls 
and performing procedures, some do not. 
The appendix to SAS no. 110 (see “Offi- 
cial Releases,” JofA, May06, page 152) pro- 
vides a helpful list of account balances, re- 
lated assertions and common auditing 
procedures that address these assertions 
for a manufacturing company. 


STE SSE SN ED SRC RD 
AICPA RESOURCES 


CPE 

Auditor's Risk Assessment Process: Tack- 
ling the New Risk Assessment SASs (text, 
# 732990JA; DVD/manual, #182990JA). 


Publications 

a AICPA Audit Guide, Assessing and 
Responding to Audit Risk in a Financial 
Statement Audit (# 012456JA). 

w AICPA Audit Guide, Audit Sampling 

(# 012536JA). 

a Audit Risk Alert, Understanding the New 
Auditing Standards Related to Risk 
Assessment (paperback, # 022526JA). 
a Codification of Statements on Auditing 
Standards (paperback, # 057200JA). 

s COSO: /nternal Contro/—Integrated 
Framework (1992) (print, # 99001 2JA; 
PDF download, # 99001 2PDFJA). 

a COSO: /nternal Control over Financial 
Reporting: Guidance for Smaller Public 
Companies (2006) (print, # 99001 7JA; 
PDF download, # 990017PDBFIA). 

a Risk Assessment Standards & Guidance 
Set (paperback, # 990103HIJA). 

= Risk Assessment Suite of Standards 
(paperback, # 060704JA). 


For more information go to www.cpa2biz. 
com or call the Institute at 888-777-7077. 


Web sites 

a AICPA Roundtable Webcast, September 
18, 2006: The New COSO Report: 
Guidance for Smaller Companies, www. 
aicpa.org/news/2006/Free_COSO __ 
Webcast.htm. 

g AICPA Roundtable Webcast, 

December 5, 2006: Implementing the Risk 
Assessment Standards: An Advanced 
Analysis for Smaller Clients (CD-ROM, 

# 780091HSJA). To order go to www. 
cpa2biz.com. : 

= Summary of the eight audit risk assess- 
ment standards, SAS nos. 104-111, 
www.aicpa.org/risk. 


SAS no. 110 also provides significant- 
ly more guidance than past standards in 
designing the nature, timing and extent of 
audit procedures. In determining sample 
sizes, SAS no. 111 amends SAS no. 39, 
Audit Sampling, by adding a concept from 
a previous AICPA Audit Guide: 

“An auditor who applies statistical 
sampling uses tables or formulas to 
compute sample size based on these 


judgments. An auditor who applies 
nonstatistical sampling uses professional 
judgment to relate these factors in de- 
termining the appropriate sample size. 
Ordinarily, this would result in a sam- 
ple size comparable to the sample size 
resulting from an efficient and effectively 
designed statistical sample considering 
the same sampling parameters.” 
While this guidance shows a relation- 
ship between nonstatistical and statistical 
sample sizes, the auditor is not required 
to compute or document a comparable 
statistical sample size. However, familiar- 
ity with sampling concepts of the level of 
assurance obtainable from certain size 
samples can help auditors make more in- 
formed judgments regarding appropriate 
sample sizes. The AICPA Audit Guide, 
Audit Sampling, provides illustrations of 
designing appropriate sample sizes using 
tables and simple formulas. Some com- 
mercial computer-assisted audit technique 
programs such as IDEA and ACL also in- 
clude easy-to-use statistical sample-size- 
determination programs. 


SUMMARIZING THE RESULTS OF 
AUDITING PROCEDURES 

The auditor must accumulate all known and 
likely misstatements other than those he or 
she believes to be trivial. Consistent with 
prior standards, differences between audi- 
tor and company estimates are treated as 
likely misstatements only if the company es- 
timate is considered unreasonable. In such 
a case the amount of likely misstatement is 
measured by the difference between the 
company estimate and the closest auditor 
estimate that is considered to be reasonable. 

Auditors should propose known mis- 
statements to management for adjustment. 
If they are not adjusted, the auditor should 
be alert to the risk there may be an un- 
derlying reason behind the lack of man- 
agement response, such as might occur if 
the correction would trigger the violation 
of aloan covenant or change the direction 
of an important trend measure. 

Known and likely misstatements that 
remain unadjusted, including the effects 
of prior-period misstatements, should be 
compared individually and in the aggre- 
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gate with various totals or subtotals (or 
key relationships) in the financial state- 
ment to ensure they do not misstate the 
financial statements as a whole. Be aware 
that offsetting material misstatements 
could show failed internal controls as well 
as show that careful estimation of these 
amounts (beyond the tests performed thus 
far) is necessary to be able to conclude on 
the amounts to be adjusted in the finan- 
cial statements. 

If the financial statement and other in- 
formation available to the auditor as the 
audit progresses and at the end of the en- 
gagement differ from what was anticipat- 
ed when materiality was first assessed, a 
change in materiality may be appropriate. 
The auditor should be careful if the mate- 
riality measure at yearend declines, as this 
may have implications for concluding on 
the adequacy of the procedures performed 
to achieve a high assurance that the fi- 
nancial statements are free of material mis- 
statement. The auditor should document 
the materiality levels and the basis for any 
changes as the audit progresses. 

When assessing the implications of 
known and likely misstatements, auditors 
also should consider qualitative factors. 
For example, a fraud of less-than-a-mate- 


rial amount still may have significant im- 
plications for assessing the adequacy of the 
procedures performed and the risk as- 
sessment that directed the nature, timing 
and extent of audit procedures. An illegal 
payment might also give rise to concerns 
about a contingent liability, and permitting 
a misstatement to remain unadjusted may 
alter user perceptions about a trend or im- 
portant measure. 


CONSIDERING THE EFFECTS OF 
PRIOR-PERIOD WAIVED 
AADJUSTMENTS 

SAS no. 107 says the auditor should con- 
sider the effects of misstatements related 
to prior periods that were not previously 
corrected. Such amounts could affect the 
income in a period in which they were re- 
flected in income or could accumulate on 
the balance sheet and aggregate to signif- 
icant amounts. Three basic methods are 
used regarding these items. In the first 
method, the income effect of all current 
and prior-period misstatements flowing 
through current income is considered. In 
the second, auditors focus on the aggregate 
of the misstatements remaining in the end- 
ing balance sheet. In the third method, au- 
ditors apply both perspectives and require 





an adjustment if either method shows one 
is necessary. 

The ASB did not intend to change audit 
practice in this area in SAS no. 107. Any 
of the methods for considering prior-pe- 
riod uncorrected misstatements are con- 
sidered appropriate under the current 
wording of SAS no. 107. However, in Sep- 
tember 2006 the SEC released Staff Ac- 
counting Bulletin (SAB) no. 108, showing 
that for public companies both the income 
statement and balance sheet methods 
should be applied, and an adjustment 
made, if either method shows that an ad- 
justment is needed to avoid a misstatement 
of the income statement or the cumulative 
balance sheet. The SAB also provided ac- 
counting guidance necessary for compa- 
nies to transition to the new approach. The 
SEC position is similar to the one proposed 
in the ED version of SAS no. 107, and au- 
ditors should be alert to possible changes 
in SAS no. 107 in this area. 


BRINGING IT ALL TOGETHER 

At the end of the audit, the auditor must 
evaluate whether the financial statements 
taken as a whole are free of material mis- 
statement. Auditors seek a high (but not 
absolute) level of assurance concerning 
this before they issue a clean opinion. 

If unadjusted misstatements remain, 
the auditor compares them with material- 
ity. Even if the unadjusted misstatements 
do not exceed materiality, there is a risk 
that misstatements might exist in the com- 
pany financial statements undetected by 
the audit procedures. 

The auditor considers the relationship 
of individual and aggregate unadjusted 
misstatements and materiality, and con- 
siders whether the audit procedures ap- 
plied still provide a high level of assurance 
that the financial statements are not ma- 
terially misstated. For example, suppose 
that materiality is determined to be 
$40,000 and $1,000 of unadjusted mis- 
statement remains at the end of the audit. 
The auditor knows the tolerable misstate- 
ment was set below materiality in each of 
the audit areas for determining the nature 
and extent of audit procedures to be per- 
formed, and may well conclude that a 
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cushion of $39,000 is sufficient to provide 
a high level of assurance that material mis- 
statement does not exist in the financial 
statements. In contrast, if $39,000 of un- 
adjusted misstatement were to remain, the 
auditor might not be able to conclude with 
a high level of assurance that the audit pro- 
cedures were sufficient to ensure that only 
$1,000 of misstatement might remain un- 
detected. When the auditor is unable to 
conclude with a high level of assurance, he 
or she should plan additional procedures 
to gain additional evidence regarding the 
true extent of the misstatements and/or 
propose a further adjustment of the mis- 
stated amounts. 


COMMUNICATING WITH 
‘THOSE CHARGED WITH 
GOVERNANCE 

The auditor must accumulate all the 
known and likely misstatements, other 
than those the auditor believes to be triv- 
ial, and communicate them to the appro- 
priate level of management. 

When significant or material misstate- 
ments are identified during the audit, such 
misstatements may imply a deficiency in 
controls. In determining the severity of the 
deficiency, the auditors should consider 
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not just the misstatement amounts found, 
but also the potential misstatement that 
could result from the deficiency. Even a 
small misstatement could lead to an as- 
sessment that a material misstatement ex- 
ists if it's because of a missing or ineffec- 
tive control. 

SAS no. 112, Communicating Internal 
Control Related Matters Identified in an 
Audit, is effective for audits ending after 
December 15, 2006. While SAS no. 112 
is not one of the standards included in the 


municated in writing to management and 
those charged with governance. Unless re- 
mediated, these deficiencies are repeat- 
ed in written communications every year. 
SAS no. 112 does not require auditors 
to discover internal control deficiencies. 
Whether they are remediated or not, these 
deficiencies should be reported in the year 
they are identified. 

The appendix to SAS no. 112 provides 
additional examples of conditions and cir- 
cumstances showing deficiencies of inter- 


There are more “musts” and ‘“‘shoulds’’ in the 
standards, but these requirements will help 
standardize audit practice and create greater 
consistency in audit performance. 


group of “audit risk standards,” it is close- 
ly associated with them. 

Under SAS no. 112, the auditor must 
evaluate control deficiencies which he or 
she has detected while performing the 
audit of the financial statements, and de- 
termine whether they, individually or in 
combination, are significant deficiencies 
(SD) or material weaknesses (MW). If SDs 
or MWs are identified, they must be com- 


ve in both 2006 


nal controls (see “Official Releases,” JofA, 
Jul.06, page 102). Auditors need to be- 
come familiar with this standard and pre- 
pare to implement it for calendar year 
2006 audits. 

Some sensitive issues that require the 
auditor to assess the severity of any defi- 
ciency include 

m Inadequate documentation of the 
components of internal control. > 





> “if SAS no. 107: is odie to ee the ee in ct 
| Accounting Bulletin no. 108, auditors following an income- 
| focused ( ‘rollover’ a method of evaluating unadjusted 

| misstatements may find that some client balance sheet items may 
__| need a one-time adjustment to transition to the new guidance. 
Auditors might wish to assess this issue for individual clients _ 
and request adjustments in the current year, if that would avoid 
the further accumulation of misstatements in the aggregate 


>wW en n proposing adic bed on projections fou 


samples or estimates, let the nature and extent of evidence 


leading to the proposed adjustment guide the auditor as to 
whether there is sufficient information to be comfortable 
_| adjusting some or all of the difference. 


Sone “Audit Vio 7 
icant risks, reconsider the 
_ criteria used in making these determinations. If many of your 
ve numerous aaa risks, SS may want 


_ ® When communicating significant deficiencies and material 
‘weakness to management and those charged with governance, 
practitioners may find it helpful to refer to prior written 
communications rather than repeat the details of any 
uncorrected deficiencies every year. 
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m Employees who lack the qualifica- 
tions to fulfill their assigned functions, 
which includes 

@ Making the required GAAP ac- 
counting computations, accruals or es- 
timates. 

e Preparing the company financial 
statements. 

While auditors may be engaged to pre- 
pare the tax accrual or draft the financial 
statements under current AICPA inde- 
pendence guidelines, they still assess the 
severity of any deficiency in the compa- 
ny’s ability to perform these functions. For 
example, if the auditor evaluated that 
company personnel could not prepare the 
financial statements and the accompany- 
ing notes, a material weakness might be 
assessed. 


IMPLEMENTATION ISSUES AND 
CONCLUSION 

Few of the concepts articulated in the audit 
risk standards are new to audit practice. 


How these standards will affect a firm’s 
audit approach and engagement costs will 
depend on the current approach and how 
efficiently the standards are implemented. 
Clearly, there are more “musts” and 
“shoulds” in the standards, but these re- 
quirements will help standardize audit 
practice and create greater consistency in 
audit performance. Users have expecta- 
tions of what an audit delivers, and the au- 
ditor’s performance to better meet such ex- 
pectations will continue to enhance the 
profession’s image. 

Costs of implementation will vary, de- 
pending on the audit firm’s or practi- 
tioner’s current practices. The tasks asso- 
ciated with a more robust assessment of 
risk and controls design will account for 
significant elements of cost for some in 
the first year of implementation. Consid- 
ering these requirements early in the 
process can help ease the implementation 
“crunch.” Some audit firms already have 
begun their planning and education in 


order to make the transition to the new 
requirements as smooth and efficient as 
possible. For example, some auditors took 
a more structured approach to gathering 
known key client risk characteristics in 
2006, and will expand the number of fac- 
tors assessed this year. Some auditors 
looked more closely at the controls sur- 
rounding key accounts such as sales or 
payments, and thus suggested controls 
changes where they had identified gaps. 
A quality implementation of the new re- 
quirements will pay back benefits in fu- 
ture years if the appropriate base has been 
established. 

Current engagements may fall under 
the new requirements of SAS no.103 and 
SAS no. 112. Auditors will need to gain an 
understanding of these requirements and 
implement them as required. The AICPA 
has a variety of products and educational 
programs to help you understand the new 
requirements and to help you with the im- 


plementation issues. % 
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A comprehensive ethics curriculum. 
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NEW! Ethics for Tax Professionals: 
Circular 230 and SSTSs 

CD-ROM: 738700hsSJAO1 
$59.00 Member / $59.00 Nonmember 


Professional Ethics: The AICPA’s 
Comprehensive Course 

CD-ROM: 738328hsJAO1 
$99.00 Member /$123.75 Nonmember 
Text: 732308JA01 

$99.00 Member / $123.75 Nonmember 


Real World Business Ethics: How Would 
You React? 
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Improving 
CEO-Sp 


The CPA as communications adviser. 


by Joel Amernic and Russell Craig 


CEO’s words are powerful storytelling tools, fashioning 
opinions and offering an important point of view. In an era 
of heightened corporate accountability, when companies 
and their CEOs are subject to ever increasing scrutiny by 
audit committees, regulatory authorities and the public, CEOs fre- 
quently need to be reminded of the power of their CEO-speak—the 
language they use in speeches, letters to shareholders, press releases and 
other written communications. 


In our experience some CEOs have found 
the public communication of accounting 
information to be troublesome. While CPAs 
aren't generally responsible for corporate 
communications, they can help improve 
the words and images CEOs and other 
members of senior management use to 
convey accounting information. CPAs who 
serve as CFOs may take a more direct role 
in providing advice to CEOs on business 
language. But there are many indirect op- 
portunities for other CPAs to influence a 
CEO’s business communications as well. 


A GUIDANCE CHECKLIST FOR 
CPAS 


The increased use of Web sites for corpo- 
rate communication has intensified the 


level of public scrutiny of companies and Joel Amernic (left) and Russell Craig at the University of Toronto. 


CEOs. When a CEO's words are posted on 
the Internet they become widely accessible, 
reaching a worldwide audience of billions 
instantaneously. People can locate the 
CEO's words easily using a search engine, 
download them quickly and analyze them 
using text-analysis software. Here are some 
strategies we recommend CPAs use to help 
senior management communicate financial 
information more clearly to stakeholders. 

Craft a coherent and consistent mes- 
sage. CPAs can help management monitor 
whether the words the company uses to de- 
scribe accounting and financial matters are 
coherent and consistent across all settings— 
in MD&A documents, regulatory filings, 
press releases and speeches. The words writ- 
ten and uttered by a CEO about account- 
ing and financial reporting matters should 
be consistent with the numerical data and 
narrative disclosures in financial statements. 

Develop the CEO’s financial literacy. 
Help your CEO understand the subtleties 
of accounting and the level of skepticism 
required when interpreting financial state- 
ments. Encourage management to be alert 
to the words, images and language best 
suited to describe the accounting meas- 
urements that arise from the discretions 
permitted by GAAP. 

Be careful of metaphors. Remain alert 
to how unsuitable some of the metaphors 
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CEOs use are. In particular, stress the dis- 
torting impact of a subtle but insidious 
metaphor that has gained widespread cur- 
rency: “Financial statements are a truth- 
telling lens.” This metaphor reinforces the 
falsehood that there is one objective fi- 
nancial reality regarding a company and 
invites the belief that a single set of finan- 
cial statements is an unimpeachably true 
and faithful lens portraying that reality. 
Such a view is unjustified because of the 
vagaries of accounting rules, assumptions 
and cost-allocation techniques. At best, 
GAAP-based financial statements provide 
an opaque portal to the corporation—one 
that requires considerable skill to interpret 
and describe. 

Beware of imprecise style. Help high- 
light any abuses of words or images in 
management’ commentary on accounting 
matters. Draw attention to ambiguities, 
buzzwords, clichés and euphemisms. En- 
courage CEOs to avoid exaggeration, 
hubris, deceit, gibberish, technical jargon, 
inappropriate metaphors and trite plati- 
tudes. It's also good to remind CEOs that 
the language examples they provide set the 
tone for the entire company—both inter- 
nally and externally. Their words perme- 
ate the company and gain even broader 
currency if they are imitated by politicians 
and the media. 

Avoid the sounds of silence. Encourage 
your CEO to write about accounting and 
financial performance in a way that is un- 
derstandable, relevant, complete and 
honest. Companies should make a con- 
certed effort to be evenhanded, to disclose 
the good news and the bad, and to ensure 
there are no “silences” in accountability 
disclosures. Reporting bad news may not 
be easy for a CEO because of the possible 
consequences to his or her reputation and 
the company’s stock price. Help ease the 
difficulties in reporting bad news by soft- 
ening market expectations where those ex- 
pectations are inflated. 

Ensure Web site transparency. What a 
company posts on its Web site is largely un- 
regulated. Remind your CEO of his or her 
responsibility to carefully monitor the de- 
sign of the company’ site. Does it facilitate 
full and objective financial accountability, 


or is it principally directed at manufactur- 
ing consent for corporate activity? Be sure 
your CEO realizes how easily public atti- 
tudes and behaviors can be influenced by 
the positioning, content, size, shape and 
color of hyperlinks. Many sites seem to dis- 
close bad news summarily or conceal hy- 
perlinks to make bad news difficult to find. 

Encourage review and reflection. No 
matter how experienced or esteemed they 
are, all CEOs should be self-reflective and 
diligent critics of their own written com- 
munications. CPAs should urge them to go 
beyond the advice of public relations “spin 
doctors” and solicit critical comment from 
other members of the top management 
team—especially the CFO, internal and 
external auditors and a trusted in-house 
contrarian. Critical review of CEO-speak 
should be a formal protocol in internal 
audit processes. 


CURRICULUM REFORM 
The place to start improving the language 
CEOs use is in the educational system 
leading to certification as a CPA. Univer- 
sity business schools should be infused 
with courses focusing on critical textual 
analysis (especially of metaphor and rhet- 
oric) to better prepare graduates to un- 
derstand the language of accountability. 
They should make sure their courses ad- 
dress how the words and language a CEO 
uses affect, and are affected by, accounting. 
The accounting profession also should 
consider making changes to continuing 
professional education programs to help 
current CPAs provide the highest calibre 
advice about the language of accounting. 
CPAs should not let management become 
so concerned about the numbers that they 
ignore the accompanying text. Words mat- 
ter. CEO-speak matters. And CPAs are in a 
position to help CEOs do a better job of com- 


municating financial information. ~ 





Joel Amernic, FCA, is a professor on the Rotman Fac- 
ulty of Management, University of Toronto, Canada. 
Russell Craig, FCPA, is a professor at the National 
Graduate School of Management, Australian National 
University, Canberra. They are the authors of CEO- 
Speak: The Language of Corporate Leadership. Their 
e-mail addresses are amernic@rotman.utoronto.ca 
and russell.craig@anu.edu.au, respectively. 
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TAX MATTERS 


TAX CASE 


DENIAL OF CONTINGENT LIABILITY LOSS 
DEDUCTION 

Ithough in the past the government won a number of im- 
Ar= victories in its ongoing attempt to stop abusive 

tax transactions, it has continued to lose on contingent 
liability transactions. Recently, however, the Court of Appeals for 
the Federal Circuit reversed a lower court decision that may sub- 
stantially affect future contingent liability cases. 

Coltec Industries recognized significant gain when it sold sev- 
eral of its subsidiaries. To offset this gain it followed a simple tax- 
savings strategy; it created a subsidiary, Garrison, which received 
stock in exchange for a $14 million contribution. Garlock, an- 
other Coltec subsidiary, transferred its contingent liability for as- 
bestos claims, some assets and a $375 million note from anoth- 
er subsidiary to Garrison in exchange for common stock. The 
amount of the note and the contingent liability were approxi- 
mately equal. Garlock then sold the Garrison stock and recog- 
nized a loss of $378.7 million. When Garlock took a loss de- 
duction, the IRS denied it. The Court of Federal Claims disagreed 
with the IRS and permitted the loss deduction. The IRS appealed. 


Does rls al ok 


Source: IRS, www.irs.gov. ” 





E- ate a See bible 


Source: IRS e-file 2007 Refund Cycle Chart, www.irs.gov/pub/irs-pdt/p2043.pdf. 





Result. For the IRS. The service presented two arguments 
against the loss deduction. The first was a technical argument in- 
volving the interaction of liabilities and basis, which was con- 
tained in IRC sections 357(b), 357(c) and 358. The second was 
a general argument about whether the transaction had sufficient 
economic substance to be respected. 

Liabilities and basis. IRC section 358(d)(1) addresses liabilities 
assumed as money paid resulting in a decrease in basis. The claims 
court held that contingent liabilities were not liabilities for pur- 
poses of section 358. The Federal Circuit Court of Appeals dis- 
agreed; it held that contingent liabilities, for purposes of that 
section, were liabilities. However, section 358(d)(2) exempts li- 
abilities excluded under section 357(c)(3). The appeals court had 
to determine whether these contingent liabilities excluded lia- 
bilities under section 357(c)(3) and whether section 357(b) over- 
rode the exclusion. 

The government contended that the section 357(c)(3) ex- 
clusion applies to liabilities only if they are transferred with the 
business that created them and if they give rise to a deduction. 
Although admitting Congress probably intended to limit the ex- 
clusion to transfers of businesses and their liabilities, the court 
rejected the government's argument because the section does not 
expressly contain this limitation. 

The government also said that under section 357(b) assumed 
liabilities are treated as boot (usually cash). Although section 
357(b) does overrule section 357(c) for liability assumption pur- 
poses, section 358 refers to section 357(c)(3) only for its defini- 
tion of an excluded liability. Therefore, section 357(b) was not 
relevant in the case and it did not matter that the taxpayer had 
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assumed the liabilities only to avoid taxes. Thus, under section 
358, the contingent liabilities did not reduce stock basis. 

Congress later amended section 358 to require that the lia- 
bilities transferred be part of a transfer of an entire business or 
of substantially all the assets related to the liabilities in order to 
be excluded under section 358(d)(2). This change is consistent 
with the government's position and prevents future taxpayers 
from using this tax-planning strategy. 

Economic substance. The government’s second and more im- 
portant argument for disallowing the loss was that the transac- 
tion lacked economic substance. The appeals court found that 
courts can use the economic substance doctrine. To apply this 
doctrine, a court examines the business purpose of a transaction 
and respects transactions only if they have a valid business pur- 
pose and their sole purpose is not to avoid taxes. It’s up to the 
taxpayer to prove the transaction’s economic reality. In the Coltec 
case the court denied the tax benefit after applying the doctrine. 

This case demonstrates that the court can prevent tax abuse 
even if Congress does not actually amend the Internal Revenue 
Code to include an economic substance test. This doctrine sup- 
plements the business purpose, sham transaction and substance 
vs. form doctrines the government uses to prevent taxpayers from 
benefiting from a transaction that literally conforms to the statu- 
tory language but lacks a real business purpose and substance. 

@ Coltec Industries, Inc. v. United States, Fed. Cir., 2006-2 USTC 
450,389. 


Prepared by Edward J. Schnee, CPA, PhD, Hugh Culverhouse Pro- 
fessor of Accounting and director, MTA pro- 
gram, Culverhouse School of Accountancy, 
University of Alabama, Tuscaloosa. 





oe in 2006. 
VALUE-ADDED PAYMENT 
RECEIPT NOT DEFERRAL 
he Eighth Circuit Court of Appeals af- 
I firmed the Tax Court's decision that 
when a cooperative makes “value- 
added” payments to its members and allows 
them to defer the cash receipts, such pay- 
ments do not constitute a deferral for tax 
purposes. In a case argued before the Eighth 
Circuit, a cooperative had made discre- 
tionary yearend, value-added payments 
based upon its net proceeds, which were 
determined after its September 30 yearend. 
Keith Scherbart, a calendar-year tax- 
payer, was a corn farmer who belonged to 
the Minnesota Corn Processor cooperative 
(MCP), a fiscal-year entity. During the cal- 
endar year, Scherbart delivered corn three 
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aah Tax Rate Falls 


The estate tax rate will fall to 45% 
- for 2007 through 2 2009, from 46% 


3 Source! IRS, www.irs.gov. 
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Since 1998 the IRS has awarded 
about $7.5 million in matching- 
fund grants to more than 145 
taxpayer clinics that represent 
low-income taxpayers in 
disputes with the IRS. 












Tax Clinic 






Source: IRS, www.irs.gov. 


times to MCP, which processed the corn and sold it to third par- 
ties. MCP paid Scherbart upon delivery. In addition, when the 
fiscal year ended, MCP made value-added payments to its mem- 
bers. Members could elect to receive payment in November of 
the current year or January of the following year. Scherbart de- 
ferred and included the payments in his taxable income for the 
following year. The IRS disallowed the deferral and assessed a 
deficiency. The Tax Court (TC Memo 2004-143) held for the IRS. 

Result. For the IRS. Scherbart argued 
that the corn sales qualified as installment 
sales between him and third parties. He 
maintained that the transactions were a de- 
ferral because MCP required members to 
select their own payment option. The Tax 
Court held that MCP was Scherbart’s 
agent; thus the date that MCP received the 
payments for the corn was the date 
Scherbart received them. 

The circuit court affirmed the Tax 
Court’s decision, holding that the corn 
sales were not installment sales. MCP’s eq- 
uity disclosure statement did not charac- 
terize them as sales, nor did it state that 
ownership of the corn passed to MCP Fur- 
ther, because MCP was Scherbart’s agent 
and the deferrals were self-imposed limi- 
tations, the value-added payments were 
taxable to Scherbart when MCP received 
them. Self-imposed limitations do not 
change the principal-agent relationship. 

This case illustrates the interplay of the 
principal-agent relationship and the con- 
structive receipt doctrine. Income is tax- 
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able when received by the agent, even 
when the principal has the option of de- 
termining when to take possession. 

@ Keith Scherbart v. Commissioner, 453 
F3d 987 (CA8). 


Prepared by Michael H. Brown, CPA, PhD, 
assistant professor of accounting, Tabor School 
of Business, Millikin University, Decatur, Ill. 


TAX CASE 


OFFERS IN COMPROMISE ARE 
REVIEWABLE 
he Eighth Circuit Court of Appeals 
held that courts can review an IRS 
decision to reject a taxpayer's offer 
in compromise. 

Ronald Speltz exercised incentive stock 
options to buy shares of McLeod Network 
Service worth $745,372 for $34,254. Speltz 
incurred a $224,869 alternative minimum 
tax (AMT) liability when the shares were 
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valued at $1,647. He submitted an offer 
in compromise for $4,457 when the bal- 
ance was $148,745; the IRS rejected it. Ar- 
guing an abuse of discretion, Speltz ap- 
pealed to the Tax Court (124 TC 165) and 
then to the Eighth Circuit after the Tax 
Court held for the IRS. 

Result. For the taxpayer and for the IRS. 
The Eighth Circuit held for the taxpayer on 
the issue of reviewability. The IRS main- 
tained that its rejection of an offer in com- 
promise was an exercise of its administra- 
tive discretion. Citing IRC section 7122(a), 
which says the Secretary of the Treasury 
“may compromise any civil ... case arising 
under the internal revenue laws,” the IRS 
argued that the word may meant that courts 
could not review these decisions. In its 
holding the Eighth Circuit, referencing IRC 
section 7482, said that Congress intend- 
ed to include offers in compromise when 
it granted courts of appeal the authority to 
review Tax Court decisions. The circuit 
court concluded that the judiciary “does 
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PDF download format 
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decide whether the executive decisions 
conform to law or represent an abuse of 
executive discretion.” 

At the same time, though, the Eighth 
Circuit also held for the IRS in finding it 
did not abuse its discretion when it re- 
jected Speltz’s offer in compromise. Speltz 
had failed to meet the factors supporting 
a claim of “economic hardship” or of “pub- 
lic policy and equity” and the service had 
followed established procedures. 

This case demonstrates the legislative 
and judicial support for the IRS’s proce- 
dures in offer-in-compromise cases. With 
a reported $300 billion tax gap and in- 
creased collection efforts by the IRS, this 
information is important when dealing 
with such cases. 

Ronald Speltz v. Commissioner, 454 
F3d 782 (CA8). 


Prepared by Michael H. Brown, CPA, PhD, 
assistant professor of accounting, Tabor School 
of Business, Millikin University, Decatur, IIl. 
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NEW LAW AFFECTS PLANNING STRATEGIES 


Kiddie Tax Changes Result in 
Financial Aid Traps 


n the past, wealthy parents could significantly lower the 

family tax bill by transferring investment assets to minor 

children, resulting in investment income taxed at the kids’ 

(presumably lower) rates. To curtail this, Congress en- 

acted the “kiddie tax,” under which children under age 

14 who have more than a specified amount of unearned 
income are taxed at their parents’ rate. The Tax Increase Preven- 
tion and Reconciliation Act of 2005 (TIPRA) 
raised the age limit to 18. This change has 
reduced the income tax benefits of shifting 
assets from parents to children—and also 
negates the efficacy of some traditional fi- 
nancial aid planning strategies. 


undor Sec, 409A [Part |) 
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year). The applicant must report his or her own and the parents’ 
income for the preceding calendar year and assets as of the date 
the application is signed. 

Generally, 50% of a student’s income is presumed to be avail- 
able to fund college expenses, with the parents’ income assessed 
at rates from 22% to 47%. In addition, 35% of a student’s assets 
are considered in this assessment, but only 2.64% to 5.64% of 
the parents’. 

After TIPRA, a student who holds assets 
until age 18 and then sells them might have 
to count these assets and income in the fi- 
nancial aid determination, and therefore may 
face an income tax liability. 


AOB tex Acointng lsves for Forign Trusts 
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TAX STRATEGIES 

Prior to TIPRA, a common strategy was to in- 
vest in instruments that generate low (or no) 
income, such as growth stocks or savings 
bonds. When the child reached 14, the in- 
struments were sold or redeemed. 

For students unlikely to qualify for finan- 
cial aid, this strategy is still proper, with 18 
as the critical age. However, for students look- 
ing for financial aid for their college educa- 
tions, this strategy now can significantly lower financial aid 
awards, more than outweighing any possible tax savings. 


FINANCIAL AID IMPLICATIONS 

Typically, a student seeking financial aid must file an application 
each year, no earlier than the beginning of the calendar year in- 
volved (for example, January 2007 for the September 2007 school 


Notice to Readers: 


Members of the AICPA tax section may subscribe to The Tax 
Adviser at a reduced price. Contact Judy Smith at 202-434- 
9270 for a subscription to the magazine or to become a mem- 
ber of the tax section. 





PLANNING 

Younger lower-income children with moder- 
ately appreciated assets may be in the best po- 
sition for both income tax and financial aid 
planning. They may be able to structure sales 
of appreciated capital assets from 2008 to 
2010—when long-term capital gains are tax- 
free for income normally taxed in the 15% (or 
lower) bracket and below the kiddie tax’s un- 
earned-income threshold. 

Young children with more highly appreciated assets should 
consider systematic dispositions over a number of years. This may 
spread out income, possibly avoid (or lessen) the kiddie tax and 
eliminate assets and income from financial aid consideration. 

Another strategy involves grandparents. Financial aid appli- 
cations require information about parents and children. Thus, 
grandparents who create and own IRC section 529 plans (par- 
tially funded by the parents), with a grandchild as beneficiary, 
could be an alternative. 

For more information about this topic, see Personal Finan- 
cial Planning, “The Expanded ‘Kiddie Tax’ and the Financial Aid 
Trap,” by Alan R. Sumutka, MBA, CPA, in the January 2007 issue 
of The Tax Adviser. 

—Lesli S. Laffie, editor 
The Tax Adviser 
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Technology Q&A 


by Stanley Zarowin 


A dash to the dash...Remove your name from an Excel comment...Word, heal thyself...Set 


sequenced due dates.. 


OY to Instructions 





A pan TO THE DASH 

“~~, 1 know Word has an automatic way to add an em 
dash (—) while I’m typing, but I just can’t get it to 
work. What’s the trick? 





Well, it’s not really a trick, but it does take some typing co- 

ordination. For example, take the sentence, Stan’s friend— 
George—is here. If you want the dash to appear between friend 
and George, press the hyphen key twice (the one to the left of 
the equal sign (=)) and then, without adding another space, type 
the next letter in the sentence. In other words, after you type the 
d, type two hyphens (without a space), and then type the G (also 
without a space). If you accidentally leave a space, it does no good 
to go back to eliminate it; that won’t produce the em dash. You 
must type the sequence in proper order without spaces. 

Since I find the typing sequence awkward, I’ve taken a dif- 
ferent tack: I’ve created a keyboard shortcut to the em dash. 

Here’s how: Click on Insert, Symbol and go to the Font box 
and find the typeface you use. Then, in the Subset box, go to 
General Punctuation, highlight the em dash and click on Short- 
cut Key (see screenshot at right, top). 

The Shortcut Key I use is Ctrl+D (for dash). While you can 
use most any key combination, avoid the common ones—Ctrl+S 
for save, Ctrl+C for cut and Ctrl+V for paste. After you select your 
keys, click on Assign and Close (see screenshot at right). 

Now, whenever you want to insert an em dash, just press your 
Shortcut Keys. 
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REMOVE YOUR NAME FROM AN EXCEL 
COMMENT 


Every time I add a comment in an Excel cell, it automati- 

cally inserts my name. Since I’m the only one using this 

computer and I don’t send my worksheets to anyone else, it’s a 
nuisance. How can I stop Excel from doing that? 

This is another example of Excel’s second- -guessing the 

user—and once again guessing wrong. Short of using a 

macro that you would have to trigger for each comment, I know 
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of no simple way to stop the insertion. What I do is change the 
automatic full-name label to something innocuous—such as Note, 
a period or an asterisk (see screenshots below). 


oe eae 
feat 


' 
i 
i 
—+ 
j 


To do that, click on Tools, Options and the General tab. 
Then, in the box next to User name, delete your name and add 
the label of your choice. When you create the comment box, the 
colon will remain. 





If you choose to use a macro instead, here’s what you do: 
Press Alt+F11 to start the Visual Basic Editor. Click on Mod- 
ule on the Insert menu and type the following macro code in 
a new module: 

Sub New_Comment() 

ActiveCellAddComment ('"") 

ActiveCell.Comment.Visible = True 
End Sub 

Then, click on File and Close and Return to Microsoft 
Excel. To run the macro, select a cell in which you want the no- 
name comment to appear and click on Tools, point to Macro 
and click on Macros. Select the New_Comment macro and click 
on Run, which commands Excel to insert a new no-name com- 
ment for that cell. Finally, click in the text area of the comment 
and type away—anonymously. 

If you want to add some fancy touches to your comments— 
such as changing the font style—consider this macro instead: 
Sub Fancy_Comment() 

'Create the comment. 

ActiveCellAddComment ("") 

ActiveCell.Comment.Visible = True 

ActiveCell.Comment.Shape.Select 

With Selection 

'Set the AutoShape. 
.ShapeRange.AutoShape Type = _ 








msoShapeExplosion2 
‘Set background color. 
ShapeRange.Fill.PresetGradient _ 
msoGradientHorizontal, 1, _ 
msoGradientHorizon 
‘Set the font. 
‘Font.Name = "Arial" 
.Font.FontStyle = "Bold Italic" 
End With 
End Sub 
The good news about these methods is they provide a choice 
of whether to include your name—or anyone else’s for that mat- 
ter—in the comment. 
If anybody has a better solution, please send it to me and I 
will post it in a future column. 


WORD, HEAL THYSELF 
If you ever find Word acting oddly or documents becoming cor- 
rupted, consider running a program designed to find and fix 
Word problems. The program will guide you through a process 
of reloading your original installation CD. 

To access it, open Word, click on Tools, Macro and then se- 
lect Macros from the menu and choose Word commands. 





ument) gem, anne 


Under the list of Word commands, select FixMe and then 
click on Run. 


|Macros 


[FileversionsServer 


FontSizeSelect 
|FontSubstitution 

FormatAddrFonts 
FormatAutoFormat 
FormatAutoFormatBegin 
FormatBackgroundFillEffect 
FormatBackgroundMoreColors 


‘Word commands 


Then simply follow the instructions on the screen. > 
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SET SEQUENCED DUE DATES 
I prepare spreadsheets that list various due dates such as 
every Friday or every other Monday. Is there a fast way to 
do this? 
Excel offers two choices. One uses simple formulas and the 
other applies Auto Fill Options. 

Since dates that are a 
week apart are separated by 
seven days, the general for- 
mula is: =A1+7 where A] is 
the starting date. Be sure to 
set the cells to the date format beforehand (see screenshot, above). 

Then copy the formula in as many cells as you need. If you 
need a two-week spread, change the 7 in the formula to 14. 

To set the schedule with the Auto Fill Options method, place 
a pair of one-week-apart dates in two adjoining cells and then 
right-click on the lower 
right corner of the cell 
with the later date (see 
screenshot, right). 

Note: Don’t worry if 
a right-click on the cor- 
ner of the cell fails to generate the drop-down menu shown 
above. Simply dragging your cursor down the column for as 
many cells as you need will produce the properly sequenced dates 
just as well. 


{ 





IS IT TIME TO SWITCH TO A MAC? 
I've been thinking about switching to a Macintosh com- 
puter. I’m hearing lots of good things about the Mac recently, 

and frankly I’m sick and tired of worrying about how vulnera- 

ble my PC is to viruses. Do you think a switch makes any sense? 
Before I answer, I have to confess that 1 am biased. My first 
computer was a PC and I’ve never used anything but a PC. 

However, my wife is a Mac fan; she worked as a Mac support 

_ technician for many years and some of those sweet-little-noth- 
ings she whispers in my ear often are designed to undermine my 
Windows bias. 

I will concede that the Mac has many technical advantages 
over the PC, not the least of which is that few nasty virus writ- 
ers bother to try to infect the relatively few Mac computers. But 
as Mac use grows, so will its vulnerability. 

The key question is: Is professional software available to meet 
your needs? If you think the new Intel-based Macs with Parallel 
Desktop for Mac not only runs Windows, but it runs it much 
faster than in the past, my response is: That is true, but not all 
high-end programs run well on that platform and some still run 
sluggishly. And while it’s also true that the next Mac operating 
system probably will overcome those obstacles by placing Win- 
dows in a separate partition on the Mac hard disk, that advan- 
tage also carries disadvantages. You can’t run Mac and Windows 
at the same time; you have to shut down and restart the Mac when 
you want to switch from Windows to the Mac operating system. 
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And, of course, once you switch to Windows, you once again 
open the door to virus vulnerability. 

So, my bias notwithstanding, I don’t think the accounting pro- 
fession is quite ready for the Macintosh. However, I know there 
are a handful of CPAs out there who are Mac supporters. I’d love 
to hear their take on the question. Tell me how effectively—or 
poorly—Mac has served you. I'll share your experiences and sug- 
gestions with readers. 











CALCULATOR + GETS AN F- 

The September column (page 83) featured an item on Microsoft’s 
new Calculator Plus, a free product that should have been re- 
named “Calculator Minus” or “Not Yet Ready for Prime Time.” 
The idea behind the product is superb: a handy little popup pro- 
gram that contains both a regular and scientific calculator and 
all sorts of conversion functions such as international currencies, 
volumes, weights and temperatures. As it turns out, this jack-of- 
all-tools cannot handle all the jobs it claims it can. An Edit func- 
tion is suppose to expand the range of tools—for example, add 
a wide selection of currencies for rate conversion—but it pro- 
vides more frustration than conversions. I apologize for not in- 
vestigating the product further before recommending it. 


SHORTCUTS 

1 Excel: To toggle between displaying data and formulas, press 
Ctrl+~ (tilde). 

& Word and Excel: To cycle through all open documents or 
worksheets, press Ctrl+F6. 

| Word: To remove any added formatting to text, highlight the 
characters and press Ctrl+Space Bar or Ctrl+Shift+Z. 

&| Word: To double underline text, highlight the characters and 
press Ctrl+Shift+D. 

=| Word: To repeat the last word, phrase or other passage of text 
you just typed, move your cursor to the place you want it copied 
and press F4. The key must be used before you use any other 


Word command or type any other text. “ 





Stanley Zarowin, a former JofA senior editor, is now a contributing editor to 
the magazine. His e-mail address is stanley@zarowin.com. 
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Business Bookshelf 


A step-by-step guide for finding breaches of controls 


to build a strong foundation for a fraud case. 


by Barbara J. Shildneck 


Forensic Accounting and Fraud Investigation for Non-Experts 


(2nd ed.) 


by Howard Silverstone and Michael Sheetz 


294 pages; hardcover; $50 
John Wiley & Sons, Inc. 
Hoboken, N.J., 2007 


ven experienced financial fraud 

examiners will find this book 

handy for helping prevent and 

reduce losses from fraud. Al- 
though the book has been written as a 
primer, it presents a range of case studies 
every fraud expert can use for quick ref- 
erence and a blueprint of successful ap- 
proaches to finding evidence of and prov- 
ing workplace fraud. 

The accounting professional’ training 
is key in fraud investigation, of course— 
but an investigative mind-set and skepti- 
cism help as well. The authors say State- 
ment on Auditing Standards no. 99, 
Consideration of Fraud in a Financial State- 
ment Audit, calls on external auditors to 
take on more responsibility, to “think like 
both a thief and a detective and be con- 
stantly looking for the weak links in the 
accounting system and among the people 
who staff it.” The investigative accountant 
should look for any source—government 
information, proprietary databases and 


court records, for example—that might 
have bearing on a case. 

CPAs must be savvy in conducting in- 
terviews with all suspects and reviewing 
evidence from accounting records and 
documentation. To establish a fraud, fi- 
nancial investigators must be able to pick 
up on motivational and behavioral clues 
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ACCOUNTING aT 
mATAOD, 
INVESTIGATION 


for NON-EXPERTS 


SYaenie Sulioy 


MICHAEL SHEETZ 


includes noncapital procurements for 
goods, equipment and services, which can 
lead to dummy entities. 

w [he payroll and personnel cycle cov- 
ers hiring, firing, salaries, employee in- 
surance and expense accounts, where 
frauds such as paying ghost employees, 
overstating expenses and filing false med- 
ical claims are common. 

= [he inventory and warehousing cycle 
controls the purchase and storage of 
goods. The most common frauds consist 
of ordering unneeded inventory and steal- 
ing it for personal use, charging embez- 
zlements occurring in other areas of the 


CPAs must be savvy in conducting interviews 
with all suspects and reviewing evidence from 
accounting records and documentation. 


such as a suspect's domestic financial wor- 
ries, for example. 

A business has five “typical accounting 
cycles” that leave audit trails: 

mw The sales and collections cycle can re- 
veal many common frauds: cash thefts, 
theft of other assets, kickbacks to cus- 
tomers and front-end frauds such as mis- 
appropriating rebates. 

m The purchase and payments cycle 


company to inventory losses and com- 
mitting outright theft. 

m The capital acquisition and repay- 
ment cycle accounts for debt and equity 
financing, interest and dividend payments. 
Most frauds in this category are developed 
at the executive level; they include bor- 
rowing company money for personal use 
and misuse of interest income or of pro- 
ceeds from financings. > 
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Financial Training 
Delivered Right to Your Door 


The benefits of being a 
learning organization are 
enormous. With the right 
training for your staff, you can 
increase productivity, inspire 
creativity and improve 
recruiting and retention. 


And where better to train them 
than the comfort of your own 
offices? 


AICPA Learning offers 

quality, cost-effective 

on-site training for your 

professional staff. Auditing, tax, leadership, IT, Internal 
Controls, Ethics and more — with the wide array of course 
offerings, you are sure to find exactly what you need. 


How you will benefit: 


¢ No lost travel time and Employee/instructor 
expenses for staff interaction 
Focused presentation for Convenient schedules 
your company Reinforced learning with 
Confidential learning workbooks and 
environment follow-up reading 
Flexible pricing options Experience and expertise 
Discounts on large group of the AICPA 
seminars 


For more information, call 1-800-634-6780 
Option 1 or visit www. aicpalearning.org. 


ISO Certified 9723-252 
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The investigator must thoroughly ex- 
amine all five cycles for breaches of fun- 
damental controls in maintaining the audit 
trail, separating duties and keeping prop- 
er documentation. 

The authors take the reader step-by- 
step through the early stages of an inves- 
tigation to build a strong foundation for a 
fraud case. Some of the most important 
work occurs before any actual interviews 
have been conducted or documents col- 
lected, they say. 

The 22-page chapter on “Interviewing 
Financially Sophisticated Witnesses” 
should be placed prominently in every 
CPAs library. Its three sections address 

= The fundamentals of whom to inter- 
view and why. 

m The dynamics of the process, in- 
cluding “the theory of cognitive inter- 
viewing techniques that are applicable to 
both suspect and nonsuspect” interviews. 

m Specific strategies for conducting suc- 
cessful, productive interviews in white-col- 
lar crime cases. 

Visual aids. Stressing that “visualizing 
difficult concepts through graphic repre- 
sentation” is the best aid in staying or- 
ganized and in understanding compli- 
cated topics, the authors offer tools to 
help analyze cases. “Associational tools” 
such as matrices and social-network di- 
agrams identify relationships among peo- 
ple, places and organizations. “Temporal 
analysis tools’—time lines, for example— 
organize the flow of events or data over 
time. “Inferential analysis” expands the 
concept of visual analysis to include vi- 
sualizing the relationships among pieces 
of evidence. 

Advice on documenting and present- 
ing the fraud report and testifying to its 
findings round out this book. The au- 
thors say they adapted the trial lawyers’ 
casebook system to the investigative 
arena to ensure their system is applicable 
to frauds of all sizes. The fraud analyst/ 
expert witness who follows their guid- 
ance should be amply prepared for what 
lies ahead. ~ 





Barbara J. Shildneck, a former editor of the JofA, 
is now a contributing editor to the magazine. 





Get ready for tax season 


with the experts. 






The AICPA brings you top-notch tax planning and tax preparation 
guidance from nationally recognized experts. In each course, 
you get the benefit of the highest levels of expertise — and the 


guidance you need this tax season. 


For detailed information and to order go to 
www.cpa2biz.com/stores/taxseason 


Online Grading! Get exam results — fast! 


Online grading gives you immediate, real-time exam results and 
lets you print your own CPE completion certificates. Look for more 
information included with your AICPA self-study course materials. 


Practical Insight and 
Vaiuabie Tax-Savings 
Strategies 

from Kess, Biebi and Ranweiler 


AICPA’s Federal Tax Update by Biebl and 
Ranweiler, 2006-2007 Edition 
731135JA01 

AICPA’s Individual Income Tax Returns 
Workshop by Sid Kess 

735221JA01 

AICPA’s Corporate Income Tax Returns 
Workshop by Sid Kess 

735211JA01 

AICPA’s Complete Tax Update for 
Corporations & Pass Through Entities, 
2006-2007 Edition 

731573JA01 

AICPA’s Complete Tax Update for Individuals 
& Sole Proprietors, 2006-2007 Edition 
731583JA01 
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Planning Opportunities, 
ideas and Techniques 
from Bill Bischoff 


Innovative Tax Planning for Small 
Businesses: Corporations, Partnerships 
& LLCs 

74551SJA01 


Innovative Tax Planning for Individuals 
and Sole Proprietors 
745530JA01 


Best High-Powered Tax Planning Strategies 
for Older and Wealthier Clients 
731654JA01 


Are Your Clients Saving Enough for 
Retirement? Straiegies to Get Them There 
731296JA01 


Best Tax and Financial Planning and Money 
Management Ideas for Your Growing, 
Middle Income Clients 

731714JA01 


Latest Changes and 
Tax Planning Strategies 
on Video 


presented by Sid Kess 


Ideal for on-site staff training or individual 
self-study. Additional manuals are available 
at volume discounts for group training. 


2006 Individual Tax Returns Videocourse 
DVD/Text/Manual, 113G10JA01 
VHS/Text/Manual, 113611JA071 


2006 Corporate Tax Returns Videocourse 
DVD/Text/Manual, 112621JA01 
VHS/Text/Manual, 712622JA01 


Paying for College: Tax Strategies and 
Financial Aid 
DVD/Manual, 1814S3JA01 


The AMT for Individuals: Strategies to 
Escape Its Reach 
DVD/Manual, 1814G63JA01 


AICPA is registered with the National Association of State Boards of Accountancy as a Quality Assurance Service (QAS) sponsor of continuing professional education. Participating 
state boards of accountancy have final authority on the acceptance of individual courses for CPE credit. Complaints regarding QAS program sponsors may be addressed to 
NASBA, 150 Fourth Avenue North, Suite 700, Nashville, TN 37219-2417. Web site: www.nasba.org 
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Inside AICPA 


AICPA honors dynamic duo...Mares wins highest tax award...Directory of member services 


Two Win Institute’s 
Top Citation 


onald S. Cohen, (second from 
Lh left), former AICPA chair, 

and William H. Holder, CPA 
(second from right), a University of 
Southern California (USC) professor, 
received the AICPA’s Gold Medal for 
Distinguished Service at the fall council 
meeting. Doyle Z. Williams (right), 
chair of the AICPA Awards Committee, 
and former AICPA board chair Leslie 
Murphy (left) presented the awards, 
which recognize CPAs who have had 
an extraordinary positive influence on 
the profession. 

Cohen served on the AICPA board 

and on the Audit, Finance, Regulation 
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and Structure committees and the 
SEC Practice Section Executive Com- 
mittee. He also was named one of Ac- 
counting Today's 100 most influential 
accountants and received the Indiana 
CPA Society President's Award. 

Holder was a member of the Insti- 
tute’s governing council and board of 
directors, served as chair of the Audit 
Committee and the AICPA Board of 
Examiners and was on the CPA 
Exam’s Computerization Implementa- 
tion Committee. He is director of 
USC's SEC and Financial Reporting 
Institute and former director of the uni- 
versity’s master of accounting program. 
Holder also was selected as one of 
Accounting Today's 100 most influen- 
tial accountants. 








Mares Earns Top 
Tax Honors 


he 2006 Arthur J. Dixon Memori- 
|: Award, the profession’s high- 

est recognition for achievement 
in the area of taxation, was presented 
to Michael E. Mares, CPA (above), at 
the AICPA National Conference on 
Federal Taxes held in Washington, D.C. 
Mares, CPA/ABV, is an attorney and 
partner with Witt Mares of Newport 
News, Va. 

For more than 20 years Mares has 
been a volunteer leader in the Institute, 
serving on the AICPA board of directors 
and The Tax Adviser's editorial advisory 
board and as chair and member of the 
AICPA Tax Executive Committee. Mares 
was named one of Virginia's “super 
CPAs” by Virginia Business magazine, 
received the Outstanding Member 
Award of the Virginia Society of CPAs 
and was voted one of the “100 most 
influential CPAs in the United States” 
five times by Accounting Today. “ 
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AICPA...Where to Turn 


Below are commonly requested phone numbers and e-mail addresses for key areas, programs and initiatives at the Institute. 
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Accounting and Auditing Publications .....................-. 201/938-3794 
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Acconmtinrp Standards gctees yc rs onsen qth tage tai Vaier il Maial > oieiesalne ranes 212/596-6167 
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Advertising (Journal of Accountancy, The Tax Adviser) 
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Antifraud & Corporate Responsibility 
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Audit & Accounting Technical Information Hotline ............ 888/777-7077 
Audit Committee Effectiveness Center 
Audit Quality Centers: 
Center for Public Company Audit Firms ................. (888/817-3277) 
RP OEM oS eee ote le eye were a1 www.aicpa.org/cpcaf 


Employee Benefit Plan ............5....- Ais pooic ate? (202/434-9253) 
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Competency Self-Assessment Tool ..........-..-..-: www.cpa2biz.com/CAT 
Copyright Permissions .............-. www.copyright.com/firsttimeusers.asp 
CPA Client Bulletin, CPA Client Tax Letter .........-----++-+0: 888/777-7077 
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Accredited in Business Valuation credential. .............-+. abv@aicpa.org 
Business Valuation/Forensic & Litigation Services ........ BV-FLS@aicpa.org 
Certified Information Technology Professional credential ..... citp@aicpa.org 
Information Technology Services ......-.+--+++sseees infotech@aicpa.org 
Personal Financial Planning Services .........--- he ene pfp@aicpa.org 
Personal Financial Specialist credential .............-..-.-- pfs@aicpa.org 
Examinations (Uniform CPA Exam) .........---+-+++++ www.cpa-exam.org 
Federal Legislation (non-tax congressional matters) .........-.- 202/434-9205 
Federal Regulatory Matters (non-tax-related) ..........-..-.-+5 202/434-9253 


Financial Literacy Campaign ........ www.aicpa.org/financialliteracy/index.asp 
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RE PENT Cone ln cel aton sunset) shai eadisya ots 212/596-6245 


Government Member Inquiries 
Industry Member Programs, New Finance 
International Technical Relations 
Joint Trial Board (disciplinary actions) .......-.-.+-+++s+se+s- 212/596-6101 
ckane@aicpa.org and www.aicpa.org/pubs/cpaltr/disciple.htm 
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CPE Credits: Up to 18 (main conference) 
and up to 12 (optional workshops) 


Pre- and Post-Conference Optional Workshops: 
Wednesday, March 14 and Saturday, March 17 





- The goal of the Balanced Scorecard is to equip 

: CFOs and their teams with new and more impacting 
: methodologies and tools to help drive strategic 

: development to face their increasing challenges 

: and pressures on their organizations. 


: In this series of three sequential sessions presented 
: by AICPA and the Balanced Scorecard Collaborative, 
: a Palladium Company, we will educate AICPA 

: members in three stages of Balanced Scorecard 

: know-how, implementation and assessment in a 

: comfortable network of peers. 


Each Session features: 


e High caliber of training experts — directly from 
the Balanced Scorecard Collaborative 


> Focused agenda — customized specifically for the 


AICPA Membership 


: Conference Highlights: 
: ¢ Highly anticipated keynote presentation by David 


Blackwell, VP & CFO, Wal-Mart Stores, Inc. 


e New optional workshop: How the Best Financial 


Executives Create High-Performance Organizations 


: © Case Study: Understanding the complex issues of 


doing business in China 


e What's the difference between FASB and IASB: 


Latest updates and more 


e Unprecedented networking opportunities 


Tax Strategies for me High- -Income Individual 


: Conference Highlights: 
: © Income tax update with Andy Biebl 


, 2007 
CPE Credits: Up to 18 (main conference) 
and up to 8 (optional workshops) 


Pre-Conference Optional Workshops: 
Sunday, April 29 
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Recent developments impacting real estate 
: © Retirement planning including pension reform 


e Families, money and CPAs 


: © Estate tax update 


sees 


: © Donor advised funds 
: © Tax strategies for closely-held business clients 


e FLP update 


: © Federal tax legislative update 
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Conference Highlights: 


e Get an introduction to valuation, an understanding 
of research and analysis and the asset approach 

e Learn the income approach and cost of capital/rate 
of return 

e Discuss the market approach, discounts 
and premiums 

e Uncover types of reports, valuation standards 
and tax-related valuations 

e Work through a full-day comprehensive case study 


Conference Highlights: 


e Strategic problem solving with other professionals 
through NBS simulation 

e Hands-on training based on actual case studies 

e Expert instruction and practical applications 
— geared to CPAs 

e Class discussion of hot topics including stock 
options, internal controls and late-breaking 
regulatory developments 

Guidance on accounting, auditing, taxation, lending, 
technology, government regulations and more 


Conference Highlights: 


e Pension reform act 

e New SASs (103-112) 

¢ Complex investments (pensions) 

e Enforcement 

e Procedural prudence 

e 409a disclosure and SEC proxy disclosure 

e IRS increased review on Exec. Comp. 

e Updates on Employee Benefit Audit Quality Center 
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Note: The policy for updating the list of exposure drafts is that a document should remain on the list until a final document has 
been issued or the project has been dropped. However, no comments will be received after the comments deadline has expired. 
The list is not all-inclusive but is intended to present the exposure drafts of particular interest to professional accountants.) 














Issue Comment 

Date Title or Description Deadline 

FASB 

10/9/06 _— Not-for-Profit Organizations: Goodwill and Other 1/29/07 
Intangible Assets Acquired in a Merger or Acquisition 
(an amendment of FASB Statement No. 142) 

10/9/06 _— Not-for-Profit Organizations: Mergers and Acquisitions 1/29/07 

1/25/06 The Fair Value Option for Financial Assets and 4/10/06 
Financial Liabilities (including an amendment of 
FASB Statement No. 115) 

9/30/05 Earnings per Share—an amendment of FASB Statement 11/30/05 
No. 128 (revision of Exposure Draft issued 12/15/03) ; 

8/11/05 Accounting for Transfers of Financial Assets—an 10/10/05 
amendment of FASB Statement No. 140 

6/30/05 Business Combinations—a replacement of FASB 10/28/05 
Statement No. 141 

6/30/05 Consolidated Financial Statements, Including 10/28/05 
Accounting and Reporting of Noncontrolling 
Interests in Subsidiaries—a replacement of ARB No. 51 

4/28/05 The Hierarchy of Generally Accepted Accounting 6/27/05 
Principles 

AcSEC (AICPA) 

6/19/03 Proposed Statement of Position, Allowance for Credit 9/19/03 
Losses 

12/17/02 Proposed Statement of Position, Clarification of the 3/31/03 
Scope of the Audit and Accounting Guide Audits of 
Investment Companies and Accounting by Parent 
Companies and Equity Method Investors for Investment 
in Investment Companies 

ASB (AICPA) 

7/28/06 Proposed Statement on Quality Control Standards: 9/30/06 
A Firm’s System of Quality Control 

1/19/06 Proposed Statement on Standards for Attestation 5/19/06 
Engagements: Reporting on an Entity’s Internal 
Control Over Financial Reporting 

5/9/05 Proposed Statement on Auditing Standards: 6/27/05 
Amendment to Statement on Auditing Standards No. 
69, The Meaning of Present Fairly in Conformity 
with Generally Accepted Accounting Principles, for 
Nongovernmental Entities 

OTHER (AICPA) 

10/16/06 Proposed Statement on Standards for Valuation 12/15/06 
Services, Valuation of a Business, Business 
Ownership Interest, Security, or Intangible Asset 

9/8/06 Omnibus Proposal of Professional Ethics Division 11/8/06 
Interpretations and Rulings 

12/30/05 Proposed Statement on Standards for Tax Services No.9, 8/31/06 


“Quality Control” 


82 Journal of Accountancy January 2007 






































Issue Comment 

Date Title or Description Deadline 

9/20/04 | XBRL US Financial Reporting Taxonomy Framework 11/19/04 

11/1/01 ~~ AICPA/NASBA Uniform Accountancy Act and 121/01 
Uniform Accountancy Act Rules 

3/7/01 Statement on Standards for Continuing Professional 8/1/01 
Education Programs 

SEC 

6/26/02. Framework for Enhancing the Quality of Financial 9/3/02 
Information Through Improvement of Oversight 
of the Auditing Process; Release Nos. 33-8109; 
34-46120; 35-27543; IA-2039; IC-25624 

5/10/02 _ Disclosure in Management's Discussion and Analysis 7/19/02 
about the Application of Critical Accounting 
Policies (Release Nos. 33-8098; 34-45907) 

4/12/02‘ Form 8-K Disclosure of Certain Management 6/24/02 
Transactions; Release No. 33-8090 

4/12/02 Form 8-K Disclosure of Certain Management 6/24/02 
Transactions; Release No. 34-45742 

2/18/00 SEC Concept Release: International Accounting 5/23/00 
Standards 

1/21/00 — Supplementary Financial Information 4/17/00 

GASB 

4/28/06 Accounting and Financial Reporting for 7/28/06 
Derivatives (Preliminary Views Document) 

10/20/06 Fund Balance Reporting and Governmental Fund 1/31/07 
Type Definitions (Invitation to comment) 

8/14/06 Elements of Financial Statements 11/17/06 

IFAC 

11/22/06 Proposed Amendment to International Public Sector 3/31/07 
Accounting Standard, “Financial Reporting Under 
the Cash Basis of Accounting,” “Financial Reporting 
Under the Cash Basis of Accounting-Disclosure 
Requirements for Recipients of External Assistance” 

10/26/05 Proposed International Public Sector Accounting 2/28/07 
Standard, “Employee Benefits” 

10/18/06 Proposed International Public Sector Accounting 2/28/07 
Standard, “Impairment of Cash-Generating Assets” 

2/28/06 Accounting for Heritage Assets Under the Accrual 6/30/06 
Basis of Accounting 

3/24/06 Proposed International Standard on Auditing 600 7/31/06 
(Revised and Redrafted), “The Audit of Group 
Financial Statements” 

1/30/06 Proposed International Public Sector Accounting 6/30/06 


Standard, “Revenue from Non-Exchange Transactions 
(Including Taxes and Transfers)” 


New additions appear in bold type. 
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Issue ans Comment | Issue Comment 
Date Title or Description Deadline | Date Title or Description Deadline 
6/30/05 _ Proposed International Standard on Auditing 701, 10/31/05 | 2/4/05 Proposed International Public Sector Accounting 6/15/05 
“The Independent Auditor's Report on Other Standard, “Financial Reporting Under the Cash Basis of 
Historical Financial Information” Accounting—Disclosure Requirements for Recipients 
oT OE RE Cat f Ext 1 Assi i 
6/30/05 ___ Proposed International Standard on Auditing 800, 10/31/05 Runnuew erent 
“The Independent Auditor's Report on Summary 12/20/04 Proposed ISA 320 (Revised), “Materiality in the 4/30/05 
Audited Financial Statements” Identification and Evaluation of Misstatements” 
10/11/05 Presentation of Budget Information in Financial 2/10/06 | 12/20/04 Proposed ISA 540 (Revised), “Auditing Accounting 4/30/05 
Statements Estimates and Related Disclosures (Other than Those 
Involving Fair Value M i if 
10/11/05 Disclosure of Financial Information about the 2/10/06 pratt Fait Value Ment oh Deane 
General Government Sector 9/23/04 Policy Statement, “Clarifying Professional 12/31/04 
Sais ; Requirements in International Standards” and 
10/31/05 International Standard on Auditing, ISA 240 2/28/06 paca Paper, “Improving the lanes and 
(Redrafted), “The Auditor’s Responsibility to Structure of [AASB eetiarde and Retied 
Consider Fraud in an Audit of Financial Statements” Considerations for Practice Statements” 
10/31/05 ISA 300 (Redrafted), “Planning an Audit of Financial 2/28/06 | 7/14/04 Preface to the International Standards on Quality 10/15/04 
Statements Control, Auditing, Assurance and Related Services— 
10/31/05 ISA 315 (Redrafted), “Understanding the Entity and 2/28/06 IAASB Due Process and Working Procedures 
Its Environment and Assessing the Risks of Material 1/20/04 Accounting for Social Policies of Governments 6/30/04 
Misstatement 
12/23/03 ISA 600 (Revised), “The Work of Related Auditors 3/31/04 
10/31/05 ISA 330 (Redrafted), “The Auditor’s Procedures in 2/28/06 and Other Auditors in the Audit of Group Financial 
Response to Assessed Risks” Statements” and IAPS, “The Audit of Group Financial 
9/23/05 Improvements to International Public Sector 1/31/06 easier 
Accounting Standards FASAB 
9/23/05 Equal Authority of Paragraphs in IPSASs 131/06 | 10/23/06 Accounting for Social Insurance, Revised 4/16/07 
(Preliminary Views) 
4/15/05 Proposed International Education Standard for 7/15/05 ; 
Professional Accountants, “Competence Requirements 8/1/06 Proposed Interpretation: Items Held for Remanufacture 10/16/06 
for Audit Professionals 6/7/06 Proposed Statement of Federal Financial Accounting 8/5/06 
3/22/05 Proposed International Standard on Auditing 600 7/31/05 Concepts: Definition and Recognition of Elements of 
(Revised), “The Audit of Group Financial Statements” Accrual-Basis Financial Statements 
Bama ems asi va ees bara PS GI SENS ID Sear Le oe ek ek 
3/22/05 Proposed ISA 260 (Revised), “The Auditor's 73105 | GAO 
Communication with Those Charged with Governance” 6/9/06 Government Auditing Standards, 2006 Revision 8/15/06 
3/22/05 Proposed ISA 705 and ISA 706, “Modifications to the 731/05 | PCAOB 


At the present time PCAOB exposure drafts have very short comment periods. 
A list of outstanding PCAOB exposure drafts is available online at 
www.pcaobus.org. 


Opinion in the Independent Auditor's Report and 
Emphasis of Matter Paragraphs and Other Matters 
Paragraphs in the Independent Auditor’s Report” 






INFORMATION 


The initials stand for the following organizations. Exposure drafts are available online at the Web addresses 
below or copies may be obtained at the address in parentheses (unless otherwise indicated). 















FASB- Financial Accounting Standards Board (Order Department, Financial © SEC- Securities and Exchange Commission (Securities and Exchange 
Accounting Standards Board, 401 Merritt 7, RO. Box 5116, Norwalk, t Commission, 450 5th Street, N.W., Washington, DC 20549); 
CT 06856-5116); also available online at www.fasb.org also available online at www.sec.gov 
GASB- Governmental Accounting Standards Board (Order Department, __FASAB- Federal Accounting Standards Advisory Board (Federal Accounting 
Governmental Accounting Standards Board, 401 Merritt 7, ; Standards Advisory Board, 441 G Street, N.W., Suite 6814, 
PO. Box 5116, Norwalk, CT 06856-5116); also available online at _ Washington, DC 20548); also available online at www.fasab.gov 
www.gasb.org ee GAO- __ USS. Government Accountability Office (Government Auditing 
AICPA- American Institute of CPAs (American Institute of Certified Public ; Standards Comments, Marcia B. Buchanan, U.S. General Accounting 
- Accountants, Harborside Financial Center, 201 Plaza Three, Jersey Office, Room 5089, 441 G Street, N.W., Washington, DC 20548); 
City, NJ 07311-3881). AICPA publishes exposure drafts exclusively WWw.ga0.gov 
on the Web site at wwwaicpa.org. Print copies are not available. PCAOB- Public Company Accounting Oversight Board, 1666 K Street, N.W,, 
IASB- _ International Accounting Standards Board (International Accounting Washington, DC 20006-2803; info@pcaobus.org 
Standards Board, 30 Cannon Street, London EC4M 6XH, United 
Kingdom), also available online at www.iasb.org.uk AICPA TECHNICAL HOTLINE 
IFAC- _International Federation of Accountants (International Federation of The Technical Information Service answers inquiries about specific audit or 


Accountants, 545 Fifth Avenue, 14th Floor, New York, NY 10017); 
also available online at www.ifac.org 


accounting problems. Call toll-free 888-777-7077 or e-mail query to 
aahotline@aicpa.org. This service is free to AICPA members. 
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Over 40 national conferences with 
top speakers at great locations. 

Live interactive webcasts given by 
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OFFICIAL RELEASES 


Space considerations prevent publishing here the ap- 
pendices to FASB Statement no. 158. Since the appen- 
dices often are important to understanding FASB state- 
ments, readers are advised to obtain complete copies. 
For additional copies of FASB statements and/or infor- 
mation on applicable prices and discount rates, contact 
the FASB order department, 401 Merritt 7, RO. Box 
5116, Norwalk, Connecticut 06856-5116. Telephone: 
800-748-0659. 


FASB NO. 158 


Statement of Financial Accounting 
Standards No. 158-Employers’ 
Accounting for Defined Benefit 
Pension and Other Postretirement 
Plans 

(An amendment of FASB Statements No. 87, 88, 106, 
and 132(R)) 


SUMMARY 

This Statement improves financial reporting by 
requiring an employer to recognize the overfunded 
or underfunded status of a defined benefit postre- 
tirement plan (other than a multiemployer plan) as 
an asset or liability in its statement of financial po- 
sition and to recognize changes in that funded sta- 
tus in the year in which the changes occur through 
comprehensive income of a business entity or 
changes in unrestricted net assets of a not-for-prof- 
it organization. This Statement also improves fi- 
nancial reporting by requiring an employer to 
measure the funded status of a plan as of the date 
of its year-end statement of financial position, with 
limited exceptions. 

This Statement requires an employer that is a 
business entity and sponsors one or more single- 
employer defined benefit plans to: 

a. Recognize the funded status of a benefit 
plan—measured as the difference between plan as- 
sets at fair value (with limited exceptions) and the 
benefit obligation—in its statement of financial po- 
sition. For a pension plan, the benefit obligation is 
the projected benefit obligation; for any other 
postretirement benefit plan, such as a retiree health 
care plan, the benefit obligation is the accumulated 
postretirement benefit obligation. 





Copyright © 2006 by Financial Accounting Standards 
Board. All rights reserved. No part of this publication 
may be reproduced, stored in a retrieval system, or 
transmitted, in any form or by any means, electronic, 
mechanical, photocopying, recording, or otherwise, 
without the prior written permission of the Financial 
Accounting Standards Board. 
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b. Recognize as a component of other compre- 
hensive income, net of tax, the gains or losses and 
prior service costs or credits that arise during the 
period but are not recognized as components of net 
periodic benefit cost pursuant to FASB Statement 
No. 87, Employers’ Accounting for Pensions, or No. 
106, Employers’ Accounting for Postretirement Benefits 
Other Than Pensions. Amounts recognized in accu- 
mulated other comprehensive income, including 
the gains or losses, prior service costs or credits, and 
the transition asset or obligation remaining from the 
initial application of Statements 87 and 106, are ad- 
justed as they are subsequently recognized as com- 
ponents of net periodic benefit cost pursuant to the 
recognition and amortization provisions of those 
Statements. 

c. Measure defined benefit plan assets and ob- 
ligations as of the date of the employer's fiscal year- 
end statement of financial position (with limited ex- 
ceptions). 

d. Disclose in the notes to financial statements 
additional information about certain effects on net 
periodic benefit cost for the next fiscal year that 
arise from delayed recognition of the gains or loss- 
es, prior service costs or credits, and transition asset 
or obligation. 

This Statement also applies to a not-for-profit 
organization or other entity that does not report 
other comprehensive income. This Statement’ re- 
porting requirements are tailored for those entities. 

This Statement amends Statement 87, FASB 
Statement No. 88, Employers’ Accounting for Settle- 
ments and Curtailments of Defined Benefit Pension 
Plans and for Termination Benefits, Statement 106, 
and FASB Statement No. 132 (revised 2003), Em- 
ployers’ Disclosures about Pensions and Other Postre- 
tirement Benefits, and other related accounting liter- 
ature. Upon initial application of this Statement and 
subsequently, an employer should continue to apply 
the provisions in Statements 87, 88, and 106 in 
measuring plan assets and benefit obligations as of 
the date of its statement of financial position and in 
determining the amount of net periodic benefit cost. 


Reasons for Issuing This Statement 

The Board issued this Statement to address con- 
cerns that prior standards on employers’ account- 
ing for defined benefit postretirement plans failed 
to communicate the funded status of those plans in 
a complete and understandable way. Prior stan- 
dards did not require an employer to report in its 
statement of financial position the overfunded or 
underfunded status of a defined benefit postretire- 
ment plan. Those standards did not require an em- 


ployer to recognize completely in earnings or other 
comprehensive income the financial effects of cer- 
tain events affecting the plan’s funded status when 
those events occurred. 

Prior accounting standards allowed an employ- 
er to recognize in its statement of financial position 
an asset or liability arising from a defined benefit 
postretirement plan, which almost always differed 
from the plan’s overfunded or underfunded status. 
Those standards allowed an employer to: 

a. Delay recognition of economic events that af- 
fected the costs of providing postretirement benefits— 
changes in plan assets and benefit obligations—and 
recognize a liability that was sometimes significantly 
less than the underfunded status of the plan. 

b. Recognize an asset in its statement of finan- 
cial position, in some situations, for a plan that was 
underfunded. 

Prior standards relegated information about the 
overfunded or underfunded status of a plan to the 
notes to financial statements. That information was 
in the form of a reconciliation of the overfunded or 
underfunded status to amounts recognized in an 
employers statement of financial position. The 
Board was told that presenting such information 
only in the notes made it more difficult for users of 
financial statements to assess an employer's finan- 
cial position and ability to satisfy postretirement 
benefit obligations. 

The Board concluded that such reporting, to- 
gether with other features of the existing standards, 
did not provide representationally faithful and un- 
derstandable financial information and might lead 
to the inefficient allocation of resources in the cap- 
ital markets. This Statement is the first step in a 
project to comprehensively reconsider Statements 
87, 88, 106, 132(R), and related pronouncements. 


How the Changes !mprove Financial 
Reporting 

This Statement improves financial reporting be- 
cause the information reported by a sponsoring em- 
ployer in its financial statements is more complete, 
timely, and, therefore, more representationally faith- 
ful. Thus, it will be easier for users of those finan- 
cial statements to assess an employers financial po- 
sition and ability to satisfy postretirement benefit 
obligations. 

This Statement results in financial statements 
that are more complete because it requires an em- 
ployer that sponsors a single-employer defined ben- 
efit postretirement plan to report the overfunded or 
underfunded status of the plan in its statement of 
financial position rather than in the notes. 
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This Statement results in more timely financial 
information because it requires an employer to rec- 
ognize all transactions and events affecting the over- 
funded or underfunded status of a defined benefit 
postretirement plan in comprehensive income (or 
changes in unrestricted net assets) in the year in 
which they occur. Moreover, this Statement re- 
quires that plan assets and benefit obligations be 
measured as of the date of an employer’ fiscal year- 
end statement of financial position, thus eliminat- 
ing the alternative of a measurement date that could 
be up to three months earlier. 

This Statement results in financial reporting that 
is more understandable by eliminating the need for 
a reconciliation in the notes to financial statements. 


How the Conclusions Underlying This 
Statement Relate to the FASB’s 
Conceptual Framework 

FASB Concepts Statements No. 1, Objectives of 
Financial Reporting by Business Enterprises, and No. 4, 
Objectives of Financial Reporting by Nonbusiness Or- 
ganizations, explain that financial reporting should 
provide information that is useful in making busi- 
ness and resource allocation decisions. FASB Con- 
cepts Statement No. 2, Qualitative Characteristics of 
Accounting Information, explains that essential ele- 
ments of decision usefulness are relevance and reli- 
ability. Information must be timely and complete for 
it to be relevant and reliable. This Statement results 
in financial information that is more complete, time- 
ly, and, therefore, more representationally faithful. 


Benefits and Costs 

The objective of financial reporting is to provide 
information that is useful to present and potential 
investors, creditors, and other capital market par- 
ticipants in making rational investment, credit, and 
similar resource allocation decisions. The Board rec- 
ognizes that the benefits of providing information 
for that purpose should justify the related costs. 
After careful consideration, the Board concluded 
that the benefits of the improved financial report- 
ing that result from this Statement outweigh the 
costs of its implementation. 

The Board believes that this Statement provides 
financial statements that are more complete and 
easier to understand because information previous- 
ly reported in the notes will be recognized in an em- 
ployer’ financial statements. Reporting the current 
funded status of a postretirement benefit plan as an 
asset or liability in an employer’ statement of fi- 
nancial position allows users of those financial 
statements to assess an employer's financial position 
and its ability to satisfy the benefit obligations with- 
out referring to a reconciliation in the notes to fi- 
nancial statements. Likewise, recognizing transac- 
tions and events that affect the funded status in the 
financial statements in the year in which they occur 
enhances the timeliness and, therefore, the useful- 
ness of the financial information. 

The Board recognizes that employers will incur 
costs to implement this Statement. However, the 
Board believes that the expected benefits outweigh 
the costs. Several provisions of this Statement are in- 


tended to minimize the costs of implementation. For 
example, the Board decided not to require retrospec- 
tive application of the changes after learning about 
the significant costs that some employers would incur 
in retrospectively revising financial statements of pre- 
vious periods. Moreover, this Statement does not 
change the basic approach to measuring plan assets, 
benefit obligations, or annual net periodic benefit 
cost. Employers were previously required to disclose 
in the notes to financial statements amounts for a plan 
that, under the application of this Statement, are rec- 
ognized in the statement of financial position. There- 
fore, no new information or new computations other 
than those related to income tax effects are required. 

The Board acknowledges, however, that certain 
employers who previously did not use a fiscal year- 
end measurement date may incur incremental one- 
time costs when initially applying the requirement 
to measure plan assets and benefit obligations as of 
the date of the employer's year-end statement of fi- 
nancial position. Furthermore, some employers 
may have contractual arrangements that are affect- 
ed because they reference financial statement met- 
rics, such as book value. Those employers may 
incur costs associated with revising those contrac- 
tual arrangements. To mitigate those costs, this 
Statement provides delayed effective dates for cer- 
tain of its provisions and an altermative approach for 
initially applying the change in measurement date. 


Effective Dates and Transition 

The required date of adoption of the recognition 
and disclosure provisions of this Statement differs 
for an employer that is an issuer of publicly traded 
equity securities (as defined) and an employer that 
is not. For purposes of this Statement, an employer 
is deemed to have publicly traded equity securities 
if any of the following conditions is met: 

a. The employer has issued equity securities 
that trade in a public market, which may be either 
a stock exchange (domestic or foreign) or an over- 
the-counter market, including securities quoted 
only locally or regionally. 

b. The employer has made a filing with a regu- 
latory agency in preparation for the sale of any class 
of equity securities in a public market. 

c. The employer is controlled by an entity coy- 
ered by (a) or (b). 

An employer with publicly traded equity secu- 
rities is required to initially recognize the funded 
status of a defined benefit postretirement plan and 
to provide the required disclosures as of the end of 
the fiscal year ending after December 15, 2006. 

An employer without publicly traded equity se- 
curities is required to recognize the funded status 
of a defined benefit postretirement plan and to pro- 
vide the required disclosures as of the end of the fis- 
cal year ending after June 15, 2007. 

However, an employer without publicly traded 
equity securities is required to disclose the follow- 
ing information in the notes to financial statements 
for a fiscal year ending after December 15, 2006, 
but before June 16, 2007, unless it has applied the 
recognition provisions of this Statement in prepar- 
ing those financial statements: 


a. A brief description of the provisions of this 
Statement 

b. The date that adoption is required 

c. The date the employer plans to adopt the 
recognition provisions of this Statement, if earlier. 

The requirement to measure plan assets and 
benefit obligations as of the date of the employer's 
fiscal year-end statement of financial position is ef- 
fective for fiscal years ending after December 15, 
2008. If in the last quarter of the preceding fiscal 
year an employer enters into.a transaction that re- 
sults in a settlement or experiences an event that 
causes a curtailment of the plan, the related gain or 
loss pursuant to Statement 88 or 106 is required to 
be recognized in earnings or changes in unrestrict- 
ed net assets of that quarter. 

Earlier application of the recognition or meas- 
urement date provisions is encouraged; however, 
early application must be for all of an employer’ 
benefit plans. Retrospective application of this 
Statement is not permitted. 
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OBJECTIVE 
1. This Statement results from the initial phase 
of a comprehensive project to improve an employ- 
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ers accounting for defined benefit pension and 
other postretirement plans. The objectives of this 
Statement are for an employer to: 

a. Recognize the overfunded or underfunded 
status of a single-employer’ defined benefit postre- 
tirement plan (benefit plan or plan) as an asset or 
liability in its statement of financial position and to 
recognize changes in that funded status in compre- 
hensive income (for a business entity) or changes in 
unrestricted net assets (for a not-for-profit organi- 
zation) in the year in which the changes occur. 

b. Measure the funded status of a plan as of the 
date of its year-end statement of financial position, 
with limited exceptions. 

This Statement does not change the accounting 
for a multiemployer plan. 

2. The changes to an employer's accounting and 
reporting for benefit plans required by this State- 
ment are described in paragraphs 4-22 below. The 
amendments to the recognition, measurement date, 
and disclosure requirements of FASB Statements 
No. 87, Employers’ Accounting for Pensions, No. 88, 
Employers’ Accounting for Settlements and Curtail- 
ments of Defined Benefit Pension Plans and for Termi- 
nation Benefits, No. 106, Employers’ Accounting for 
Postretirement Benefits Other Than Pensions, and No. 
132 (revised 2003), Employers’ Disclosures about 
Pensions and Other Postretirement Benefits, required 
to effect those changes are included in appendixes 
to this Statement. Those amendments are an inte- 
gral part of this Statement. The definitions of terms 
used in this Statement are the same as those in 
Statements 87, 88, and 106 (as amended). 

3. This Statement also amends Statements 87 
and 106 to include guidance related to the selection 
of assumed discount rates that was previously in- 
cluded in the basis for conclusions of Statement 
106 (see Appendixes C and D). 


STANDARDS OF FINANCIAL 
ACCOUNTING AND REPORTING 


Reporting by a Business Entity 


Recognition of the Funded Status of a Single- 
Employer Defined Benefit Postretirement Plan 

4. A business entity that sponsors one or more 
single-employer defined benefit plans shall: 

a. Recognize the funded status of a benefit 
plan—measured as the difference between the fair 
value of plan assets* and the benefit obligation—in 
its statement of financial position. For a pension 
plan, the benefit obligation shall be the projected 
benefit obligation; for any other postretirement 
benefit plan, such as a retiree health care plan, the 





1. Consistent with paragraph 71 of FASB Statement No. 87, Employ- 
ers’ Accounting for Pensions, and paragraph 84 of FASB Statement No. 
106, Employers’ Accounting for Postretirement Benefits Other Than Pen- 
sions, a multiple-employer plan shall be considered a single-employer 
plan rather than a multiemployer plan for purposes of this statement. 
2. Paragraph 49 of Statement 87 and paragraph 65 of Statement 106 
address measuring plan assets at fair value. Paragraph 51 of State- 
ment 87 and paragraph 66 of Statement 106 provide an exception 
to measuring plan assets at fair value. Plan assets used in plan oper- 
ations shall be measured at cost less accumulated depreciation or 
amortization. Paragraph 61 of Statement 87 and paragraph 69 of 
Statement 106 also provide for a non-fair-value measurement of par- 
ticipation rights in certain insurance contracts. 


benefit obligation shall be the accumulated postre- 
tirement benefit obligation. 

b. Aggregate the statuses of all overfunded plans 
and recognize that amount as an asset in its statement 
of financial position. It also shall aggregate the sta- 
tuses of all underfunded plans and recognize that 
amount as a liability in its statement of financial po- 
sition. A business entity that presents a classified 
statement of financial position shall classify the lia- 
bility for an underfunded plan as a current liability, 
a noncurrent liability, or a combination of both. The 
current portion (determined on a plan-by-plan basis) 
is the amount by which the actuarial present value of 
benefits included in the benefit obligation payable in 
the next 12 months, or operating cycle if longer, ex- 
ceeds the fair valuc of plan assets. The asset for an 
overfunded plan shall be classified as a noncurrent 
asset in a classified statement of financial position. 

c. Recognize as a component of other compre- 
hensive income?’ the gains or losses and prior serv- 
ice costs or credits that arise during the period but 
are not recognized as components of net periodic 
benefit cost of the period pursuant to Statements 87 
and 106. 

d. Recognize corresponding adjustments in 
other comprehensive income when the gains or 
losses, prior service costs or credits, and transition 
assets or obligations remaining from the initial ap- 
plication of Statements 87 and 106 are subse- 
quently recognized as components of net periodic 
benefit cost pursuant to the recognition and amor- 
tization provisions of Statements 87, 88, and 106. 

e. Apply the provisions of FASB Statement No. 
109, Accounting for Income Taxes, to determine the 
applicable income tax effects of items (a)—(d) above. 


Measurement Date of Plan Assets and Benefit 
Obligations 

5. A business entity shall measure plan assets 
and benefit obligations as of the date of its fiscal 
year-end statement of financial position unless: 

a. The plan is sponsored by a subsidiary that is 
consolidated using a fiscal period that differs from 
its parent’, as permitted by ARB No. 51, Consoli- 
dated Financial Statements. 

b. The plan is sponsored by an investee that is 
accounted for using the equity method of account- 
ing under APB Opinion No. 18, The Equity Method 
of Accounting for Investments in Common Stock, using 
financial statements of the investee for a fiscal peri- 
od that is different from the investor’, as permitted 
by Opinion 18. 

In those cases, a business entity shall measure 
the subsidiary’ plan assets and benefit obligations 
as of the date used to consolidate the subsidiary’s 
statement of financial position and shall measure 
the investee’s plan assets and benefit obligations as 
of the date of the investee’ financial statements 
used to apply the equity method. For example, if a 
calendar year-end parent consolidates a subsidiary 
using the subsidiary’s September 30 financial state- 





3. A business entity that is not required to report other comprehen- 
sive income pursuant to FASB Statement No. 130, Reporting Com- 
prehensive Income, shall apply the provisions of paragraphs 8-10 of 
this Statement in an analogous manner that is appropriate for its 
method of financial reporting. 


ments, the funded status of the subsidiary’ benefit 
plan included in the consolidated financial state- 
ments shall be measured as of September 30. 

6. Unless a business entity remeasures both its 
plan assets and benefit obligations during the fiscal 
year, the funded status it reports in its interim-peri- 
od statement of financial position shall be the same 
asset or liability recognized in the previous year-end 
statement of financial position adjusted for (a) sub- 
sequent accruals of net periodic benefit cost that ex- 
clude the amortization of amounts previously recog- 
nized in other comprehensive income (for example, 
subsequent accruals of service cost, interest cost, and 
retum on plan assets) and (b) contributions to a 
funded plan, or benefit payments. Sometimes, a 
business entity remeasures both plan assets and ben- 
efit obligations during the fiscal year. That is the case, 
for example, when a significant event such as a plan 
amendment, settlement, or curtailment occurs that 
calls for a remeasurement. Upon remeasurement, a 
business entity shall adjust its statement of financial 
position in a subsequent interim period (on a delayed 
basis if the measurement date provisions of this State- 
ment have not yet been implemented) to reflect the 
overfunded or underfunded status of the plan con- 
sistent with that measurement date. 


Disclosure Requirements 

7. A business entity that sponsors one or more 
benefit plans shall disclose the following informa- 
tion in the notes to its annual financial statements, 
separately for pension plans and other postretire- 
ment benefit plans: 

a. For each annual statement of income pre- 
sented, the amounts recognized in other compre- 
hensive income, showing separately the net gain or 
loss and net prior service cost or credit. Those 
amounts shall be separated into amounts arising 
during the period and reclassification adjustments 
of other comprehensive income as a result of being 
recognized as components of net periodic benefit 
cost for the period. 

b. For each annual statement of income present- 
ed, the net transition asset or obligation recognized 
as a reclassification adjustment of other comprehen- 
sive income as a result of being recognized as a com- 
ponent of net periodic benefit cost for the period. 

c. For each annual statement of financial position 
presented, the amounts in accumulated other com- 
prehensive income that have not yet been recognized 
as components of net periodic benefit cost, showing 
separately the net gain or loss, net prior service cost 
or credit, and net transition asset or obligation. 

d. The amounts in accumulated other compre- 
hensive income expected to be recognized as com- 
ponents of net periodic benefit cost over the fiscal 
year that follows the most recent annual statement 
of financial position presented, showing separately 
the net gain or loss, net prior service cost or credit, 
and net transition asset or obligation. 

e. The amount and timing of any plan assets ex- 
pected to be returned to the business entity during 
the 12-month period, or operating cycle if longer, 
that follows the most recent annual statement of fi- 


nancial position presented. —_ (continued on page 90) 
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By Michele Meare Ward, CTP. Cert ICM and Peter Allman- Ward, CPA, FICAEW 


Provides a comprehensive guide to all elements of cash management in a business — inflows, outflows, cash 
conversion cycles, short-term borrowing and investing, international business and how to structure a corporate 
treasury function. Explains how CPAs and financial managers can manage their companies’ short-term resources 
to sustain ongoing activities, mobilize funds and optimize liquidity. 


It provides diagrams of work flows, step-by-step checklists, templates and treasury tips for CPAs and finance 
managers who are responsible for making the most of working capital and short-term resources. 
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The best way to manage your firm’s tax season is to implement a system. Like most firms, there is a system in 
place, but is it working as well as it should — or could? Managing Your Tax Season helps you improve the system, 


streamline it or amend it, so that your next tax season will be less burdensome and more profitable. Guidance, tips 
and information include: 


e How to organize the workflow of tax return preparation and tax season 

e Training methods to assure uniformity of procedures and quality 

e Review procedures and methods of reviewing a return and how and when to apply each method 
e Paperless procedures for those that haven’t made the leap yet 
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UPDATED! CPA’s Handbook of Fraud and Commercial Crime Prevention 


By Ted Avey, CPA, CA, CFE, Ted Baskerville, CA and Alan Brill, CISSP 


This unique comprehensive handbook gives you details, tools and guidance on many areas of fraud prevention 
and detection including: 


e Managing the risk of fraud 

e Promoting an ethical environment 

e Risk financing and fidelity insurance 

© Computer security and system recovery 
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You will also find guidance on all of these hard-hitting subject areas of interest in one place, like: 
e Financial statement fraud 

e Fraud investigation 

® Corporate security 


In addition, you'll save time and avoid costly oversight with ready-to-use checklists on the companion CD-ROM — in critical areas 
including risk management, risk financing and computer security. 
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management, estate and tax planning, unemployment insurance and human resources. 
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Reporting by a Not-for-Profit Organization 


Recognition of the Funded Status of a Single- 
Employer Defined Benefit Postretirement Plan 

8. A not-for-profit organization that sponsors 
one or more single-employer defined benefit plans 
(a not-for-profit employer) shall: 

a. Recognize the funded status of a benefit 
plan—measured as the difference between the fair 
value of plan assets‘ and the benefit obligation—in 
its statement of financial position. For a pension 
plan, the benefit obligation shall be the projected 
benefit obligation; for any other postretirement 
benefit plan, such as a retiree health care plan, the 
benefit obligation shall be the accumulated postre- 
tirement benefit obligation. 

b. Aggregate the statuses of all overfunded plans 
and recognize that amount as an asset in its state- 
ment of financial position. It also shall aggregate the 
statuses of all underfunded plans and recognize that 
amount as a liability in its statement of financial po- 
sition. A not-for-profit employer that presents a 
classified statement of financial position shall report 
the liability for an underfunded plan as a current li- 
ability, a noncurrent liability, or a combination of 
both. The current portion (determined on a plan- 
by-plan basis) is the amount by which the actuari- 
al present value of benefits included in the benefit 
obligation payable in the next 12 months, or oper- 
ating cycle if longer, exceeds the fair value of plan 
assets. The asset recognized for an overfunded plan 
shall be presented as a noncurrent asset in a classi- 
fied statement of financial position. 

c. Recognize as a separate line item or items 
within changes in unrestricted net assets, apart from 
expenses, the gains or losses and the prior service 
costs or credits that arise during the period but are 
not recognized as components of net periodic ben- 
efit cost pursuant to Statements 87 and 106. Con- 
sistent with the provisions of FASB Statement No. 
117, Financial Statements of Not-for-Profit Organiza- 
tions, this Statement does not prescribe whether the 
separate line item or items shall be included with- 
in or outside an intermediate measure of operations 
or performance indicator, if one is presented. The 
AICPA Audit and Accounting Guide, Health Care 
Organizations, requires a not-for-profit organization 
within its scope to report items of other compre- 
hensive income outside the performance indicator. 

d. Reclassify to net periodic benefit cost a por- 
tion of the net gain or loss and prior service costs 
or credits previously recognized in a separate line 
item or items, pursuant to paragraph 8(c), and a 
portion of the transition asset or obligation remain- 
ing from the initial application of Statements 87 and 
106, pursuant to the recognition and amortization 
provisions of Statements 87, 88, and 106. The con- 
tra adjustment or adjustments shall be reported in 
the same line item or items within changes in un- 
restricted net assets, apart from expenses, as the ini- 
tially recognized amounts. Net periodic benefit cost 
shall be reported by functional classification pur- 
suant to paragraph 26 of Statement 117. 


4. See footnote 2. 


e. Apply the provisions of Statement 109 to de- 
termine the applicable income tax effects, if any, of 
items (a)—(d) above. 


Measurement Date of Plan Assets and Benefit 
Obligations 

9. A not-for-profit employer shall measure plan 
assets and benefit obligations as of the date of its fis- 
cal year-end statement of financial position, unless 
it meets one of the exceptions described in para- 
graph 5 for a business entity. Similarly, a not-for- 
profit employer shall report the funded status in in- 
terim-period financial statements (if presented) in 
an analogous manner to that described in para- 
graph 6 for a business entity. 


Disclosure Requirements 

10. A not-for-profit employer that sponsors one 
or more benefit plans shall disclose the following 
information in the notes to its annual financial 
statements, separately for pension plans and other 
postretirement benefit plans: 

a. For each annual statement of activities pre- 
sented, the net gain or loss and net prior service cost 
or credit recognized in the statement of activities 
apart from expenses. Those amounts shall be sepa- 
rated into amounts arising during the period and 
amounts reclassified as components of net periodic 
benefit cost of the period (unless they are separate- 
ly reported pursuant to paragraphs 8(c) and 8(d)). 

b. For each annual statement of activities pre- 
sented, the net transition asset or obligation recog- 
nized as a component of net periodic benefit cost 
of the period (if not separately reported pursuant to 
paragraphs 8(c) and 8(d)). 

c. For each annual statement of financial position 
presented, the amounts that have not yet been recog- 
nized as components of net periodic benefit cost, 
showing separately the net gain or loss, net prior serv- 
ice cost or credit, and net transition asset or obligation. 

d. The amounts of net gain or loss, net prior 
service cost or credit, and net transition asset or ob- 
ligation that arose previously and are expected to be 
recognized as components of net periodic benefit 
cost over the fiscal year that follows the most recent 
annual statement of financial position presented. 

e. The amount and timing of any plan assets ex- 
pected to be returned to the not-for-profit employ- 
er during the 12-month period, or operating cycle 
if longer, that follows the most recent annual state- 
ment of financial position presented. 


Effective Dates 

ll. This Statement provides different effective 
dates for the recognition and related disclosure provi- 
sions and for the required change to a fiscal year-end 
measurement date. Also, the effective date of the recog- 
nition and disclosure provisions differs for an employ- 
er that is an issuer of publicly traded equity securities 
from one that is not. For purposes of this Statement, 
an employer is deemed to have publicly traded equi- 
ty securities if any of the following conditions is met: 

a. The employer has issued equity securities 
that trade in a public market, which may be either 
a stock exchange (domestic or foreign) or an over- 


the-counter market, including securities quoted 
only locally or regionally. 

b. The employer has made a filing with a regu- 
latory agency in preparation for the sale of any class 
of equity securities in a public market. 

c. The employer is controlled by an entity coy- 
ered by (a) or (b). 


Effective Dates for Recognition and Related 
Disclosure Provisions 

12. An employer with publicly traded equity se- 
curities shall initially apply the requirement to rec- 
ognize the funded status of a benefit plan (paragraph 
4) and the disclosure requirements (paragraph 7) as 
of the end of the fiscal year ending after December 
15, 2006. Application as of the end of an earlier fis- 
cal year is encouraged; however, early application 
shall be for all of an employer’s benefit plans. 

13. An employer without publicly traded equity 
securities shall initially apply the requirement to rec- 
ognize the funded status of a benefit plan (paragraphs 
4 and 8) and the disclosure requirements (paragraphs 
7 and 10) as of the end of the fiscal year ending after 
June 15, 2007. Application as of the end of an earli- 
er fiscal year is encouraged; however, early applica- 
tion shall be for all of an employer’ benefit plans. 

14. An employer without publicly traded equity 
securities shall disclose the following information in the 
notes to the financial statements for a fiscal year end- 
ing after December 15, 2006, but before June 16, 2007, 
unless it has applied the recognition provisions of this 
Statement in preparing those financial statements: 

a. A brief description of the provisions of this 
Statement 

b. The date that adoption is required 

c. The date the employer plans to adopt the 
recognition provisions of this Statement, if earlier. 


Effective Date for Measurement Date Provisions 
15. The requirement to measure plan assets and 
benefit obligations as of the date of the employers 
fiscal year-end statement of financial position (para- 
graphs 5, 6, and 9) shall be effective for fiscal years 
ending after December 15, 2008, and shall not be 
applied retrospectively. Earlier application is en- 
couraged; however, early application shall be for all 
of an employer’ benefit plans. The requirement in 
paragraphs 5(k) and 8(j) of Statement 132(R) to 
disclose the measurement date is eliminated, effec- 
tive in the year the employer initially adopts the 
measurement date provisions of this Statement. 


Transition 


Recognition Provisions 

16. An employer shall apply the recognition pro- 
visions of this Statement as of the end of the fiscal year 
of initial application. Retrospective application is not 
permitted. The amounts recognized in an employer's 
statement of financial position as of the end of the fis- 
cal year before applying this Statement, including 
amounts required to recognize any additional mini- 
mum pension liability, shall be adjusted so that: 

a. For a business entity, gains or losses, prior 
service costs or credits, and transition assets or ob- 
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ligations that have not yet been included in net pe- 
riodic benefit cost as of the end of the fiscal year in 
which the Statement is initially applied are recog- 
nized as components of the ending balance of ac- 
cumulated other comprehensive income, net of tax. 
Any required adjustment shall be reported as an ad- 
justment of the ending balance of accumulated 
other comprehensive income. 

b. For a not-for-profit employer, gains or loss- 
es, prior service costs or credits, and transition as- 
sets or obligations that have not yet been included 
in net periodic benefit cost as of the end of the fis- 
cal year in which this Statement is initially applied 
are included in the ending balance of unrestricted 
net assets, net of tax, if any. Any required adjust- 
ment shall be reported in the statement of activities, 
in a separate line item or items within changes in 
unrestricted net assets, apart from expenses and 
outside a performance indicator or other interme- 
diate measure of operations, if one is presented. 


Measurement Date Provisions 

17. This Statement provides two approaches for 
an employer to transition to a fiscal year-end meas- 
urement date. In the first approach (paragraph 18), 
an employer remeasures plan assets and benefit ob- 
ligations as of the beginning of the fiscal year that the 
measurement date provisions are applied. An em- 
ployer uses those new measurements to determine 
the effects of the measurement date change as of the 
beginning of the fiscal year that the measurement 
date provisions are applied. In the second approach 
(paragraph 19), an employer continues to use the 
measurements determined for the prior fiscal year- 
end reporting to estimate the effects of the change. 

18. Under the first approach, an employer shall 
measure plan assets and benefit obligations as of the 
beginning of the fiscal year that the measurement 
date provisions are applied. For an employer that is 
a business entity: 

a. Net periodic benefit cost for the period between 
the measurement date that is used for the immediate- 
ly preceding fiscal year-end and the beginning of the 
fiscal year that the measurement date provisions are 
applied, exclusive of any curtailment or settlement 
gain or loss, shall be recognized, net of tax, as a sepa- 
rate adjustment of the opening balance of retained 
earnings. That is, the pretax amount recognized as an 
adjustment to retained earnings is the net periodic 
benefit cost that without a change in measurement 
date otherwise would have been recognized on a de- 
layed basis during the first interim period for the fiscal 
year that the measurement date provisions are applied. 

b. Any gain or loss arising from a curtailment or 
settlement between the measurement date that is 
used for the immediately preceding fiscal year-end 
and the beginning of the fiscal year that the meas- 
urement date provisions are applied shall be recog- 
nized in earnings in that period and not as an ad- 
justment to retained earnings. This provision 
prohibits an employer from early application of the 
measurement date provisions when the employer 
has issued financial statements for the prior year 
without recognition of such a settlement or curtail- 
ment. For example, assume an employer with a June 


30 year-end that used a March 31 measurement date 
curtailed its benefit plan on May 31, 2006, resulting 
in a curtailment loss. That employer would be able 
to apply early the measurement date provisions in 
fiscal year 2007 if it recognizes the May 31, 2006 
curtailment loss in its financial statements for the 
year ending June 30, 2006. That would not be the 
case if its 2006 financial statements had been issued 
before it wished to early adopt for fiscal year 2007. 

c. Other changes in the fair value of plan assets 
and the benefit obligations (for example, gains or 
losses) for the period between the measurement 
date that is used for the immediately preceding fis- 
cal year-end and the beginning of the fiscal year that 
the measurement date provisions are applied shall 
be recognized, net of tax, as a separate adjustment 
of the opening balance of accumulated other com- 
prehensive income for the fiscal year that the meas- 
urement date provisions are applied. 

The guidance in this paragraph also shall apply to 
a not-for-profit employer, except that the adjustments 
that would be made to the opening balances of re- 
tained earnings and accumulated other comprehen- 
sive income shall instead be recognized as a change 
in unrestricted net assets in the statement of activities, 
net of tax, if any. Those amounts shall be reported in 
a separate line item or items apart from expenses and 
outside a performance indicator or other intermedi- 
ate measure of operations, if one is presented. 

19. In lieu of remeasuring plan assets and ben- 
efit obligations as of the beginning of the fiscal year 
that the measurement date provisions are applied, 
under the second approach, an employer shall use 
earlier measurements determined for year-end re- 
porting as of the fiscal year immediately preceding 
the year that the measurement date provisions are 
applied. For an employer that is a business entity: 

a. Net periodic benefit cost for the period be- 
tween the earlier measurement date and the end of 
the fiscal year that the measurement date provisions 
are applied, exclusive of any curtailment or settle- 
ment gain or loss, shall be allocated proportionate- 
ly between amounts to be recognized as an adjust- 
ment of retained earnings and net periodic benefit 
cost for the fiscal year that the measurement date 
provisions are applied. For example, a calendar- 
year employer that uses a September 30 measure- 
ment date and has no settlement or curtailment 
during the period would allocate as an adjustment 
of retained earnings three-fifteenths of net periodic 
benefit cost determined for the period from Sep- 
tember 30, 2007, to December 31, 2008. The re- 
maining twelve-fifteenths would be recognized as 
net periodic benefit cost for the fiscal year that the 
measurement date provisions first are applied. 

b. Any gain or loss arising from a curtailment or 
settlement between the measurement date that is 
used for the immediately preceding fiscal year-end 
and the beginning of the fiscal year that the meas- 
urement date provisions are applied shall be recog- 
nized in earnings in that period and not as an ad- 
justment to retained earnings. This provision 
prohibits an employer from early application of the 
measurement date provisions when the employer 
has issued financial statements for the prior year 


without recognition of such a settlement or curtail- 
ment (see paragraph 18(b)). 

c. Other changes in the fair value of plan assets 
and the benefit obligations (for example, gains or loss- 
es) for the period between the earlier measurement 
date and the end of the fiscal year that the measure- 
ment date provisions are applied shall be recognized 
as other comprehensive income for the fiscal year that 
the measurement date provisions are applied. 

That approach shall be adjusted if, during the pe- 
riod between the earlier measurement date and the 
beginning of the fiscal year that the change in meas- 
urement date occurs, an employer elects to remeasure 
plan assets and benefit obligations or there is an event, 
such as a settlement or curtailment, that requires an 
intervening measurement. In that case, a revised net 
periodic benefit cost for the remainder of that period 
is determined by prorating the revised net periodic 
benefit cost for the period from the date of the inter- 
vening remeasurement to the end of the fiscal year 
that the measurement date provisions are applied. 
The guidance in this paragraph also shall apply to a 
not-for-profit employer, except that the adjustment 
that would be made to retained earnings shall instead 
be recognized as a change in unrestricted net assets in 
the statement of activities, net of tax, if any. Those 
amounts shall be reported in a separate line item or 
items apart from expenses and outside a performance 
indicator or other intermediate measure of opera- 
tions, if one is presented. The amounts that would be 
recognized in other comprehensive income shall be 
recognized pursuant to paragraph 8 of this Statement. 


Disclosures Required in the Year of 
Application 

20. In the year that the recognition provisions 
of this Statement are initially applied, an employer 
shall disclose, in the notes to the annual financial 
statements, the incremental effect of applying this 
Statement on individual line items in the year-end 
statement of financial position. 

21. In the year that the measurement date provi- 
sions of this Statement are initially applied, a business 
entity shall disclose the separate adjustments of re- 
tained earnings and accumulated other comprehen- 
sive income from applying this Statement. A not-for- 
profit employer shall disclose the separate adjustment 
of unrestricted net assets from applying this Statement. 

22. The disclosures specified by paragraphs 17 
and 18 of FASB Statement No. 154, Accounting 
Changes and Error Corrections, are not required. 





The provisions of this Statement need 
not be applied to immaterial items. 





This Statement was adopted by the unanimous vote of 
the seven members of the Financial Accounting Stan- 
dards Board: 

Robert H. Herz, Chairman 

George J. Batavick 

G. Michael Crooch 

Thomas J. Linsmeier 

Leslie E Seidman 

Edward W. Trott 

Donald M. Young 
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We're looking for people with a passion 
for the business of accounting. 


With the Grant Thornton Experience there’s a lot to be passionate about. 


The Experience describes Grant Thornton’s commitment to both our clients and our people. 












For our employees and partners, it includes offering meaningful and challenging work, providing Pi 
career development to support professional growth, recognizing good work, and providing an i i 
environment where people feel connected and appreciated. Grant Thornton LLP is the U.S. member : 
firm of Grant Thornton International, one of the six global accounting, tax and business advisory : ‘ 
organizations. Through member firms in 112 countries, | % 

: 

including 49 offices in the United States, the partners and ; 

employees of Grant Thornton member firms provide — 





personalized attention and the highest quality service 
to public and private clients around the globe. 
Grant Thornton provides career 


opportunities for those fresh out of 


SU pla eaegal ouaecs SAA Lema piea ae ea 


college or seasoned professionals who 

are the best in the business. People who 
love what they do! To find out more, 
visit us at www.grantthornton.com and 


click on careers. 


Grant Thornton & 


A passion for the business of accounting” 
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Nake the move to Reznick Group 


MYC Re yee Kye LER PCOMS RUSTE CIN Soll 


Are you looking for the right career move? Do you want to work with smart, 
successful people in a company dedicated to growing and investing in its people? 


For outstanding professionals with experience in accounting, tax or business 
advisory services, Reznick Group offers an environment not found anywhere else — 
an environment where individual contributions are sought and rewarded by a 
management team committed to continual growth and success. 


Reznick Group. It’s a great place to move your career forward. To learn more about 
Reznick Group, visit us online at www.reznickgroup.com. 


Reznick Group is an Equal Opportunity Employer 


Y Reznick 
. Group 


Building Business Value 





Atlanta = Baltimore a= Bethesda = Charlotte a Chicago = LosAngeles » Sacramento # Tysons Corner 
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SEE-BEYOND THE NUMBERS 
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Titicaca 


Contact: 


John N. Rushlow i 
RCI Recruitment Solutions : sonny a ae 


one of the nation’s 


Director of Marketing _ pi Oa ee 


ASSOCIATION 


561 -277-1295 oo ae : awarded Best Place to CERTIFIED PUBLIC ACCOUNTANTS 
jrushlow@rci-together.com. ae Work two years in a row 
- Z - 7 2 ! ; oe by The South Florida 
Business Journal. 


305.858.5600 wWwww.kaufmanrossin.com/careers 
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For more career opportunities - visit BestJobsUSA.com 


Careers in Professional Accounting 


a Ul coy a) 





esa Geenicm 
Viarketplace Empowerment. 


Employ your accounting, audit, finance 
and analytical skills in an alternative 
professional services environment, 

on a variety of engagements. 


Work on high profile client engagements 
with Fortune 500 and Global 1000 companies. 


Team with CPA, CFA, and CFE credentialed 
professionals involving SEC or other 
regulatory inquiries or investigations, 


accounting restatements and due diligence. 


Huron Consulting Group helps clients effectively address complex 
challenges that arise in litigation, disputes, investigations, regulatory 
compliance, procurement, financial distress, and other sources of 
significant conflict or change. The Company also helps clients deliver 
superior customer and capital market performance through integrated 
strategic, operational, and organizational change. Huron provides 
services to a wide variety of both financially sound and distressed 
organizations, including Fortune 500 companies, medium-sized 
businesses, leading academic institutions, healthcare organizations, 
and the law firms that represent these various organizations. 


For prompt consideration, please apply to our website and 
mention the Journal of Accountancy Ad in your cover letter. 


Huron Consulting Group is an equal opportunity employer. We recruit, employ, compensate, transfer, pro- 
mote and train without regard to age, race, color, gender, marital status, sexual orientation, gender identi- 
ty, national origin, religion, Vietnam era or veteran status, physical or mental disability, creed, citizen status 
or any other status protected by federal, state or local law. 


© 2006 Huron Consulting Services LLC. Alll rights reserved. 


Experience. Redefined.” 








Direct access to 
qualified employees 


Post, edit and delete 
job postings at your 
convenience 


Prescreen potential 
applicants until you 
find your ideal CPA 


Open 24/7! 


These want you. You want these. 
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AICPA] 


CPExpress 


Forget AICPA InfoBytes and 
Get to Know CPExpress 


AICPA InfoBytes has been completely 
upgraded and is now known as 
CPExpress. The online learning library 
boasts a brand new user interface and 
enhanced functionality for a better user 
experience. But while the look and 
functionality have changed, the 
informative, practical content remains 
the same. 


Enhancements include: 


m@ New catalog categories like 
Hot Topics, Annual Updates, 
Accounting & Auditing 
and Taxation 


m@ Easier tracking and 
course access 

@ Course slider bar fora 
customizable view of 
course progress 

@ Internet Explorer and 
Firefox capability 


ISO Certified 


These are but a few of the many 
new and exciting upgrades that 
CPExpress has to offer. Now is the 
time to sign up or renew. The low 
annual price for AICPA members 
remains the same for the time being, 
so act now. 


Free Trial 

If you’re still not sure then sign up 
for a free trial and earn up to two 
CPE credits*. For details visit 


www.cpa2biz.com/cpexpress 


“Free trial begins the day you register and is valid for up to 
30 days. Once you have earned your two CPE credits, you 
will no longer have access to courses for the remainder of 
the trial period. Offer can not be extended past the 30-day 
period and is not available to current subscribers. 


9504-355 










EXECUTIVE 


OPPORTUNITIES 





Telephones: (800) 237-9851 
(727) 443-7666 
Fax (800) 649-6712 








Advertising Rates and Information: Classified 
word ads start at $5.60 per word for a single insertion; 
for three or more consecutive issues the cost is $5.35 
per word, per issue - minimum classified ad is fifteen 
(15) words. Classified displays start at $485 per col- 
umn inch for a single insertion; for three or more con- 
secutive issues the cost is $450 per column inch, per 
issue - minimum display ad is one (1) inch. Unit dis- 
play rates are available on request. Box Replies: One 
time charge of $30. All advertising is payable in ad- 
vance. Closing dates: The 25th of the month, two 
months preceding the month of issue. Address 
replies to box number ads as follows: Box number, 
___ c/o JOA, P.O. Box 1510, Clearwater, FL 33757- 
1510. For further information contact our Advertising 
Office: P.O. Box 1510, Clearwater, FL 33757-1510. 
Telephones: (800) 237-9851, (727) 443-7666, Fax: 
(800) 649-6712. Email: joa@rja-ads.com 


Consulting Partners and Managers — Key consult- 
ing positions in major national and regional firms for 
litigation services, dispute analysis, bankruptcy, cor- 
porate reorganization, forensic, and business valua- 
tion. Individuals or total practices. Compensation 
open. Send resumes or call: Matt Storevik, (858) 792- 
0433, Email: mstorevik@sfsacorp.com or Drew 
Storevik, (310) 577-0228, Email: dstorevik@sf 
sacorp.com Premier specialists in merger and acqui- 
sition of consulting firms. Current clients seeking to 
merge in New York, Chicago, Texas, Florida, Califor- 
nia, etc. Contact Terry Storevik, C.P.A. at: (858) 792- 
9435, Email: tstorevik@sfsacorp.com Storevik 
Financial Search & Associates, Inc., Website: sf 
sacorp.com 


CPA/Pilot-Aviation oriented CPA firm based at 
KFXE seeks professional staff. Excellent benefits. 
See: www.aviation-cpa.com Reply to fax: (954) 467- 
8893. 


Finance Manager with Master's or foreign equivalent 
in Accounting Management or Accounting or Finance 
and 1-year experience. Will accept Bachelor's or for- 
eign equivalent and 5 years progressive work experi- 
ence in lieu of Master’s ana 1-year experience. Ana- 
lyze and interpret accounting records, expenses, 
disbursements and bank records using Excel and Ac- 
cess. Analyze financial statements and reports for 
budgeting and allocation of capital resources. Allocate 
financial resource for profit maximization. Review con- 
tracts and perform strategic pricing, occupancy and 
optimum revenue. Perform ADR, occupancy projec- 
tions with full supporting analysis using statistical 
techniques, cost benefit analysis and prepare monthly 
and year-end reports. Mail resume to: Niteen Hotels 
(New York) Corp., 215 West 34th Street, New York, 
NY 10001. Job Location: New York City. 


Controller: Requires Bachelor's degree in Accounting 
plus 5 years experience. Duties include supervision of 
accounts payable/receivables and preparation of fi- 
nancial reports. Interface with vendors, accounting 
staff; preparation of bank reconciliation and various 
analysis reports; supervision of credit application 
process; inventory and expense management. Experi- 
ence with Macola software. Send resumes to: HR De- 
partment, Plasco, Inc., 1501 NW 163 Street, Miami, 
FL 33169. 


"| NEW YORK STATE INSURANCE DEPARTMENT | 
| __ INSURANCE EXAMINERS 


Become a member of a diverse and talented 
professional team responsible for examining the | 
| financial condition of insurers, regulating the insurance 
marketplace, and ensuring fair treatment of policy- 
_| holders. Most positions are based in New York City, 
| | and extensive travel is required for field assignments. | 
_| ABachelor's degree with 24 credits in accounting and/or 

| auditing and excellent communication skills are required. 


Insurance Examiner Trainee 1 candidates are required | 

to successfully complete a comprehensive two- 
| year training program. Candidates with general | 
| professional accounting and/or auditing experience, | 
/ and those with insurance industry experience may 
| be eligible for higher-level appointments with adjust- 
/ ed starting salaries. 


We offer stimulating and challenging assignments, | 
| professional development, superb growth potential, | ; 
excellent work-life balances, in addition to a compre- 
hensive benefits package and more. Candidates 
| may obtain an examination announcement | 
| and application from our web site at: http/www.ins.state. | 
ny.us/hphrexm2.htm or, request one via fax, mail or 

| e-mail by submitting a detailed resume to: 
Human Resources Office - 4th Floor 
New York State Insurance 
Box - INEX/JA 

25 Beaver St. 

n New York, NY 10004 
py Fax: 212-480-5321. 



































human-resources@ins.state.ny.us 
418. Please visit our website at 
hitp://www.ins.state.ny.us 
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Financial Manager, Har Mart Corp., Aurora, Col- 
orado. Requires MBA. Resume only to: K. Lee (File 
#061061), 2751 S. Parker Road, Aurora, CO 80014. 
JO #5194248. 


Controller sought by Enviroscapes, Inc., based in 
Fremont, California, an established landscape mainte- 
nance company, to oversee financial management of 
company's operations. Duties include: manage cash 
flow and budget forecasts, prepare financial state- 
ments and cost systems, prepare HR payroll, and 
manage P & R accounts. Responsible for company’s 
audits and corporate taxes. Determine costs and profit 
feasibility for different projects. Appraising operating 
results in terms of costs, budgets, operating policies 
and trends and increased profitability. Must have 
Bachelor’s degree or its foreign equivalent in Finance, 
Business Administration or Accounting with 4 years of 
work-related experience. Reply to: Box # 410, c/o 
JOA, P.O. Box 1510, Clearwater, FL 33757-1510. 


Accountant for plastic bag manufacturer. Requires 
Master's in Accounting. Respond by resume only to: 
Mr. R. Law, L/K #10, Pro-Plastics, Inc., 9536 Bay- 
thorne Drive, Houston, TX 77041. 


Accounting, internal audit, IT audit, finance, con- 
sulting and tax positions nationwide. All states, all lev- 
els, Big 4 and Fortune 500 client companies. Confi- 
dentiality assured. donmay @alliedsearchinc.com 


Accountant — Cross Atlantic Enterprises hires for Los 
Angeles. A degree in Accounting and four years expe- 
rience required. Resume to: Crossatlantic @cox.net 





To advertise, call: (800) 237-9851 











Alpern Rosenthal, a growing Pittsburgh, Pennsylva- 
nia regional accounting firm is seeking a Business 
Valuation Litigation Support Partner to join our large 
existing practice. The individual will be highly motivat- 
ed, possess strong leadership and communication 
skills and have a commitment to quality and growth 
within the firm. The individual will have significant prior 
written business valuation appraisal experience and 
significant prior court testimony experience in multiple 
courts, divorce cases, civil litigation and forensic ac- 
counting. The individual will have a strong background 
and capabilities in business valuation technical mat- 
ters, expert report writing, and trial testimony. Practice 
development ability is required. An MBA or JD (pre- 
ferred) is necessary for this career oriented person 
who should be CPA and have an ABV or ASA desig- 
nation. Our firm provides competitive salaries/benefits 
and great working conditions in a stimulating, profes- 
sional environment. Please email your resume to: 
EMP @Alpern.com Mailing address is: Alpern 
Rosenthal, Attn: JTM, Heinz 57 Center, 8th Floor, 
339 Sixth Avenue, Pittsburgh, PA 15222. For more 
information about our firm visit: www.alpern.com 


Staff Accountant I — The Staff Accountant will partici- 
pate in the month-end close; prepare journal entries, 


' account reconciliations, accounts payable, and ac- 


counts receivable reporting for physician not-for-profit 
foundations. Create and analyze monthly financial 
statement entries, perform benefits invoicing and col- 
lections, and work with external auditors and internal 
administrators. Requirements: Bachelor's Degree in 
accounting or a related field. Department: Physician's 
Organization. Monday-Friday, 9:00-5:00 PM. Chil- 
dren’s Hospital, Boston, Human Resource Depart- 
ment, 1 Autumn Street, Boston, MA 02115. We are 
an affirmative action/equal opportunity employer. 


Keiser University Graduate Faculty in Business. 
Graduate faculty members are being sought in the 
academic disciplines of Managerial Economics, Inter- 
national Business, Management, Accounting as well 
as Marketing. An earned D.B.A. or Ph.D. in Business 
with a related discipline from a regionally accredited 
institution is required. While young scholars will be 
considered, favored candidates will have had previous 
teaching experience, preferably at the graduate level. 
A strong and recent record of presentations, research 
activities, and publications is required. Continued 
scholarly activity is expected. The institution is offering 
a competitive salary and benefit package. Resumes 
with cover letter and other supporting documentation 
should be sent to: Lawrence Wang, Ph.D. at 
lwang @keisercollege.edu EOE 


Business Opportunities" 


Cost Segregation Consulting Guide. Practice de- 
velopment/training/technical guidance. (716) 390- 
7383. www.CostSegregation.net 


Innovative franchise looking for non-physician entre- 
preneurs to develop chiropractic clinics in exclusive 
territories. The chiropractic industry is exploding! 
Franchise fee and residual royalty income potential is 
tremendous. (317) 459-9523 or email: tmoritz@exo 
dusfg.com 
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Starting/own a practice? Franchise with Small Busi- 
ness Financial Management Group, America’s best 
accountants. (214) 893-3571, www.OwnABFMGfran 
chise.com 


Business/Professional Services 


OUTSOURCE NOW 


- Bookkeeping $8 per hour 

- Full time accountant $1200 per month 
- 1040s starts from $30 

- 1120s & 1065s starts from $70 


a SS 


PIRON EKM, LLC 
866.343.2164 
www.pironoutsourcing.com 











Software compatible laser checks. 24-hour ser- 
vice. 100-$19.95, 250-$34.95, 500-$49.95 and 1,000- 
$74.95. Free samples brochure. (800) 790-6283. 


Reduce peak season workload, grow your tax prac- 
tice. Outsource tax return (1040's) preparation, ac- 
countants maintenance at attractive rates to team of 
qualified professionals in fully secured environment 
with online tracking. Visit: cpaxis.com Email: wel 
come @cpaxis.com Call: (917) 495-1074. 


Professional expert travel services — All destina- 
tions specializing in: group travel, weekend get- 
aways, business travelers, holiday trips, discount 
cruises. For personal attention, please call: Dawn, 
(800) 645-7905, dawnstravel @bellsouth.net 


ev Frve STATES 


Ge NW ENERGY Company, LLC 


Total Energy Asset Management Services 
Managing oil and gas assets for 20 years 


We provide comprehensive oil and gas asset 
management services and consulting to owners and 
trustees of oil and gas properties who seek the 
industry expertise, solid management experience and 
commitment we offer to properly manage their assets. 


(214) 560-2567 © teams@fivestates.com 
www. fivestates.com 





-Computer/ Software 


Payroll software for growing practices. Check- 
Mark Payroll runs payroll for unlimited clients - 
only $249, including tax tables, direct deposit, re- 
ports, after-the-fact payrolls, and more. MICR 
available. Annual updates currently $125. Win- 
dows and Mac. CheckMark Software, (800) 444- 
9922 or www.checkmark.com 
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Exam Preparation — 


Accounting and CPA Review tae Service 
LLC. ou for the CPA exam? | We can Bsr 





: ‘aus 


Help clients incorporate or form LLC’s in any state. 
Provide business formation and compliance services 
by partnering with industry leader. Visit: www.cor 
porate.com/journal or call: (877) 462-1778 to get 
started. 


Internet: 


force A cea Buyers Guide”. fe 


Free business incentives — Increase sales; attract, 
retain and motivate key staff. www.freebizincen 
tives.com 


SPA RN re 
GUARANTEED 


Breakthrough practice development 
limitations with S eile 
practice builders. 





Program includes: 


° Guaranteed billing i increases from $50K 
to $125K i in 13 months 


° Marketing training and support 














e Internet marketing, including email and — 
web site strategy : 





e Over S 500 successful clients nationwide 






See our display ad on page 28. 


Call 1-888-New Clients eons 
www.newclientsinc.com/joa2 


ountants. Get 
ee iron 


nse 00) 6 654- 
mostad.com/marketing.html bis 

















1654 or go to: 1 
Wow! Looking for internet leads for your busi- 
ness? We provide a free search directory for con- 
sumers looking for accountants in your area. Log on 
to: www.accountant.sypersy.com/signup 














Marketing solutions for smaller CPA firms. 
TOOLKIT, $249 plus $6.95 S&H. Packed with practi- 
cal, easy-to-implement tools and strategies to help 
grow your firm. Call: (866) 416-4670 for information. 
The Whetstone Group, Inc. www.thewhetstone 
group.com 


Increase Your Revenue 
Become a Part-Time Controller 


Our exclusive marketing 
program will show you how. 


Companies are struggling to remain 
profitable and Part-Time Controllers 
like you have the expertise to help. 


Sound lucrative? It is. 


For over twenty years, Professional 
Controllers, Inc. has helped hundreds 
of accountants nationwide become 
ongoing Part-Time Controllers with 
our “exclusive” Territorial Marketing 
Program. And we can help you grow 
your business, too. 

Call 1-800-468-5858 or visit www.usa-pci.com 

a 
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Poel \Controliers Inc. 


Ov WeniwO Veava Working for You 


fore you spend thousands at a hig! 
| pressure seminar, learn the Truth 
_ Marketing Your Practice. Get a copy 
___ of our FREE eye-opening report 
| “10 CPA Marketing Mistakes to Av 
| _ at All Costs - and Six Essential - 
| Components to Marketing Succes 

_ Free Audio CD & Special Repor 
Call Toll Free 24 hrs Recorded Mess 
1-877-272-4249 © 
:pamarketingcen 


WORK SMARTER, 
NOT HARDER! 


- Practice development programs 
- Outsourced marketing services 
- Internet marketing 
FREE Info Kit on Practice Mkt. 


(888) 999-9800 
www. buildyourfirm.com 


BUILD 
YOUR FIRM 


he ee en eee gts AA ap, 1 
Advertise in The Journal of Accountancy 


to reach over 620,000 readers each issue! 
(800) 237-9851 © joa@rja-ads.com 






Build a ete ie Practice _ 
$89 SELF-STUDY SEMINAR 


Will Teach You To: 
= Develop new, quality clients 
= Generate value through enhanced 
presentation and pricing skills 
= Manage your accounts receivable 
= Generate referrals 


All Seminar Orders Include: 
= Self-study video or DVD of the 
seminar and all materials 
= Four hours of continued professional 
education in most states 
# Free consultation with Frank Salman 
Frank Salman, CPA 
www.AccountantsMarketing.com 
oe 760-952-2491 


Pay Less To Sell Your Practice 
Ready to sell? Why pay more? 
offers outstanding service for less. 


We provide: 
¢ Lower commission rate 
(Call and see just how low) 
¢ Huge database of qualified buyers 
* Expert negotiators - hundreds of 
successful sales completed 


Looking to Buy? 
Go to: www.newclientsinc.com/joa3 
or call 1-888 New Clients 
1-888-639-2543 





5, AccountingBroker 
: Ss Acquisition Group™ 


accountingbroker.com 
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Practices For Sale 


WANT TO 
SELL OR BUY | 
AN ACCOUNTING 


Make It Easy On Yourself 
1-800-397-0249 


accountingpracticesales.com 


ACCOUNTING 
PRACTICE 
SALES 


AMERICA’S LEADER IN ACCOUNTING PRACTICE SALES 





New Jersey — Regional CPA firm wishes to acquire 
or merge with retirement-minded practitioners. Reply 
to: Box #195, c/o JOA, P.O. Box 1510, Clearwater, 
FL 33757-1510. 


Miami-South — $400,000 high-quality, non-audit prac- 
tice needs practice continuation partner or merger 
with near-term sale. Provide (physical) mailing ad- 
dress and phone number to receive firm information 
exchange data. All inquiries answered. Email: mia 
southcpa@aol.com 


Pittsburg North CPA Firm. One owner. Send in- 
quiries to: P.O. Box 514, Natrona Heights, PA 
15065. 


Tax Consultancy 


Wow! Looking for Internet leads for your busi- 
ness? We provide a free search directory for con- 
sumers looking for tax pros in your area. Log on to: 
www.taxes.sypersy.com/signup 


Nearly four out of five CPAs are 
members of the AICPA. 
The Journal has more paid 
subscribers and more readers than 
all other accounting magazines 
combined! 








Contact us to reach this powerful 
audience in our next issue. 


(800) 237-9851 * joa@rja-ads.com 








Telephones: (800) 237-9851 
(727) 443-7666 
Fax (727) 445-9380 
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OUR LAST WORD 


With the poignant sentiment that closing a chapter of life brings, each member of the JofA editorial and design team 
wishes to say farewell. On January 19 we hand over the magazine to the new team in the AICPA’s new digs in Durham, N.C. 
with hopes they enjoy working for you as much as we have. The JofA team, clockwise from top left: 


4 





e, 


Jeryl Costello (Art Director, 21 
years). 'm proud to hold the dis- 
tinction of being the first Art Di- 
rector of the Journal of Accountan- 
cy. Producing over 250 issues, the 
thrill of seeing the most recent edi- 
tion arrive “hot off the press” each 
month never diminished. I’m hon- 
ored to have been a caretaker of 
this important and distinguished 
publication. 


Sarah Cobb (Assistant Editor, 20 
years). Where did the time go? I 
have been privileged to work for 
the JofA and have made many 
friends along the way. I would like 
to thank my colleagues, the, JofA 
editorial advisers, technical re- 
viewers and authors, who have 
helped to make my association 
with the Institute a most pleasant 
and memorable experience, 


Vince Nolan (Assistant Editor, 10 
years). When I came on board the 
JofA, “Smart Stops on the Web” 
premiered in February 1997 ‘as 
three-quarters of a column’ and 
gradually worked its way up to its 
own page by the December 1999 
issue, where it has thrived. I want 


to take this opportunity to thank all, 
of my loyal readers who have kept 
“Smart Stops on the Web” going: 


strong for the past decade. 








Michael Hayes (Senior Editor, 9 
years). If money is the blood of na- 
tions, dispersing nourishment far 
and wide, then CPAs help keep the 
pressure and circulation steady. 
Being on the JofA isn’t quite like ER, 
but I’ve loved being an editor and 
writer for this vital world. Indeed, 
the process has always been excit- 
ing, honorable, rigorous, hopeful. 
It's been a pleasure. Thank you. 


Laura Baron (Features Copy Ed- 
itor, 6 years). Like the accounting 
profession, the Journal of Accoun- 
tancy is a tradition of excellence 
and it’s been an honor to serve the 
readership. As I move on to future 
endeavors, my only hope is that the 
talented people I’ve worked with 
over the years have rubbed off on 
me! Thank you all! 


Cheryl Rosen (Managing Editor, 
3 years). We think the Journal will 
not be the same without us—and 
of course it won't be. But the JofA 
has spent the past 100 years bring- 
ing CPAs together, and I know it 
will go on enlightening and in- 
forming you for 100 more. It’s 
been my pleasure and honor to be 
part of its history. 


Peter Fleming (Senior Editor, 16 
years). | wish farewell to the many 
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friends I have made at the AICPA, 
especially my Journal colleagues past 
and present. I also offer best wish- 
es to our successors in Durham. 
As Lend my tenure here, I look for- 
ward to the professional challenges 
ahead but will always remember 
Colleen Katz’s support and guid- 
ance. And thanks to our readers— 
they are ‘the reason we do this 
every month. 


James Quaglietta (Senior Editor, 
2 years). It has been an honor and 
a privilege working for the JofA for 
the past couple of years. I have en- 
joyed providing readers with arti- 
cles that they could utilize in their 
practices. It has been a very re- 
warding experience. 


Colleen Katz (Editor-in-Chief, 19 
years). It was a journalist’s dream 
job: A profession facing terrific ex- 
pansion and challenges, a maga- 
zine to track it all, a talented staff, 


rs Good-bye. 








members whose dedication never 
faltered and became good friends. 
What superb memories I have. 
Thanks. 


Robert Tie (Senior Editor, 7 years). 
I've enjoyed 7 fulfilling years with 
my JofA friends and colleagues. To- 
gether with member authors and 
editorial advisers as well as AICPA 
staff, we have been committed to 
providing information that helps 
you serve your clients and em- 
ployers with maximum effective- 
ness. Au revoir. 


Katharine Coveleski (Senior 
Editor, 10 years). Working on the 
JofA has been a truly interesting 
time for me.,I will miss the excite- 
ment of getting the magazine into 
print each month, the sense of mis- 
sion my. colleagues and I shared in 
the process, and the satisfaction of 
a tangible result. Congratulations 
to the new staff. 
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